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272 Proofs
of WALTON
SUCCESS

The 272 Walton students who have success
fully passed the C.P.A., C.A., and American
Institute examinations are living testimony to
the excellence of Walton training. Students
who passed both C.P.A. and Institute exami
nations are counted only once.
Walton successes rest upon the thoroughness
of Walton training. No better proof of this
thoroughness or stronger reasons for taking
Walton training in accountancy can be ad
vanced than the exceptional record of Walton
students.

Walton Students Win Honors
It is also noteworthy that fifteen times in the
past eight years medals for High Honors have
been awarded to Walton students in the semi
annual Illinois C.P.A. examination. And in
competition with students from Schools, Col
leges and Universities throughout the country,
Walton-trained men won High Honors in
American Institute examinations in 1917,1918,
1919, 1920, 1921 and 1922.

This Book Shows You the Way
Our 128-page book, sent free on request, de
scribes Walton training and the* remarkably
records made by Walton-trained men in hun
dreds of mercantile, manufacturing and pub
lic accounting firms. It contains proofs of
the successes achieved by Walton students in
the profession of accountancy.
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Cost Accounting — Income Tax — Business Law
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This Giblin Book helps to make tax return
work easy even for the amateur—no matter
what other helps he uses.
veryone

who has contact
with the making of income tax
returns-—-whether he be a tax expert,
public accountant, tax lawyer, or
amateur—can derive much benefit
from this book by James V. Giblin.

E

“Practical Federal Income Tax
Procedure” is a simple, efficient aid
to practical income tax work. It is a
helpful handbook for experienced ac
countants and the ally of the non
professional accountant who desires
simple, understandable, short-cut
helps to the “kinks” in interpreting
the income tax laws.

Brief-case size
Flexible Binding

Price $6.00
Written by
JAMES V. GIBLIN, M.A.—C.P.A. (Mass.) Lecturer
on Income-Tax Procedure at Boston University, College
of Business Administration, Boston University School of
Law, Y.M.C.A. (Northeastern College), etc.

This book gives in simple, non-technical language a condensation of the
Federal income tax regulations. It quotes no laws, but gives their application.

The book contains photographic examples of correctly-made individual,
partnership, corporation and fiduciary returns with answers to all probable
questions. It renders more valuable other tax
helps which may be used with it.
Special Features
Specimens of Forms 1040 and 1040A, re
in the Giblin Book
-—Is written in simple, non-techni
cal language.
—Contains photographic reproduc
tions of correctly-prepared sched
ules.
—Summarizes the entire Income
Tax law and its official interpre
tations in brief, understandable
form.
—Gives simple, concise directions for
preparing the tax returns re
quired by the United States Gov
ernment.
—Is entirely free from ponderous
quotations of law and compli
cated explanations.
—Shows how to make out and pre
sent claims for past over-payment
of taxes.

leased by the Treasury Department Jan
uary 15th, are shown photographically in
the Giblin book.
Giblin’s book is used and endorsed by promi
nent public accountants and tax specialists,
and by Yale and Harvard Universities, the
University of Michigan, and other associa
tional and educational institutions.
Five day’s free examination. We will send
any reader of this magazine a copy of the book,
with privilege of 5 days’ examination. If kept,
send us a check for $6.00.
Published by

Seaver-Howland Press
271 FRANKLIN STREET

BOSTON, MASSACHUSETT
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Every Accounting Need Met in
Loose Leaf and Bound Books
Since 1843 every growing need for account books has
been met as it arose with National Blank Book Com
pany products.

The National line includes bound books, loose leaf
binders, and loose leaf sheets for every purpose.
There is no bookkeeping requirement, either special
or regular, for the smallest firm or the biggest corpo
ration, which cannot be supplied from this line of more
than ten thousand items.
From the tiniest personal pocket memo book to tray
binders and posting sheets for machine bookkeeping,
National fills every need.

For years National products have been made in
Holyoke, Massachusetts, the home of quality paper.
Every National item reflects the strict New England
standards of manufacture.

Ask your stationer for our descriptive booklet,
“Ready Records for Accounting.” If he hasn’t it, write
us. If your stationer lacks any National item you need,
we will arrange for him to supply you.

The Right Book to Write In
Form 7072 CJ
Perpetual Stock Record
Form 7072 CK
Analysis of Sales
Form 4930 PL
Physician’s Pocket
Ledger
Form 4930 DA
Dentist’s Appointment
Book

Form 80 AG
Attorney’s Case Docket
Form 4920 FP
Farm Property List

Form 4920 TP
Township Plat

NATIONAL BLANK BOOK CO., 107 Riverside, Holyoke, Mass.
NEW YORK: 52 Duane Street

CHICAGO: 618 W. Jackson Boulevard

National Blank Book Company
LOOSE LEAF AND BOUND BOOKS
© 1923, National
Combined Cash Journal Forms 7072Distribution of Invoices, Sales, etc.,
CL, 7082-CL.
Form 7072-CR.
Record of Cash Received, Form 7072Notes, Drafts, Acceptances Payable,
CD.
Form 7016.
Record of Checks Drawn, Form 7072Notes, Drafts, Acceptances Receivable,
CE.
Form 7017.
Bank Deposits and Withdrawals, Form
Inventory Sheets, Forms 7100-7100½7072-CP.
7101.
Record of Invoices Payable, Form
Receiving Record, Form 7115.
7072-CC.
Cost
or Estimate Sheets, Form 7105.
Daily Business Statement, Form 80-AF.
Installment Ledger, Form 7041-CA.
Weekly Pay Roll, Forms 7072-CH,
Distribution of Expense, Forms 707280-AD.
BM, 80-AB.
Record of Petty Cash Disbursements,
Trial Balance, Form 06609.
Form 7072-CF.
Bond
Register, Form 7012-BT.
Stockholder’s Ledger, Form 7002-SHL.
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Any
accountant would be pleased

ELLIOTT-FISHER IDEA
Elliott-Fisher best meets the requirements of modern accounting
by furnishing:
INSTANT PROOF OF
ACCURACY
Without extra work or effort.
MAXIMUM PRODUCTION
The flat writing surface makes pos
sible the writing of many records
at one operation.
PERFECT LEGIBILITY
On original and required copies.
CURRENT INFORMATION
Facts and figures readily obtain
able.
A quarter century of study and re
search hasdeveloped
the Universal Ac
counting Machine
— ELLIOTTFISHER.

to have his client congratulate him for recom
mendations successfully carried out.
A great many Elliott-Fisher equipments have
been sold on the strength of reports submitted
by accountants.
Elliott-Fisher has been recommended because
more records may be more quickly and accurately
prepared in one operation than in any other way.
The perfunctory audit, amounting to merely
a check, may salve the client’s conscience—but
the recommendation that aids the client aids the
accountant, too—for it increases his prestige and
enlarges his field.
Every day we are in touch with accountants
in a suggestive way. These consultations are
entirely free from any obligation. Perhaps you
would like to know of some instances where
this co-operation has brought its mutual reward.

ELLIOTT-FISHER CO.
Canadian Pacific Bldg., 342 Madison Ave., NewYork, N.Y.
Branches in All Large Cities

There is one which
fits your business.

A list of concerns using Elliott-Fishers reads like
a “Who’s Who” of American business in every field.
The total exceeds 15,000 firms and covers more than
400 different lines of business. Investigate!

Elliott-Fisher
Accounting and Writing Machines: Flat Writing Surface
When writing to advertisers kindly mention The Journal
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ERE are seven accounting treatises which reflect the best of present-day
accounting experience. Some have been written to fill the need of the practitioner
for authoritative reference works on special phases of accounting practice; others the
need of the student and junior accountant for sound, practical textbooks for home
study use. Any or all of these McGraw-Hill books sent on 10 days’ approval.

H

Advanced Accounting

Production Engineering and Cost Keeping

By George E. Bennett, Professor of Accounting,
Syracuse University. 661 pages, 6x9, $4.00 postpaid.
In this book the principles of corporation accounting
are discussed in their relation to the laws and meth
ods of corporate organization, considerable attention
being given to the legal whys and wherefores under
lying this phase of accounting work. In addition to
its complete treatment of corporation accounting
there is a large section devoted to fiduciary account
ing and the preparation of financial statements.

By Wm. R. Basset and Johnson Heywood of Miller,
Franklin, Basset & Co. 311 pages, 6x9, $3.50 postpaid.
This book is a sound, sensible “how and why” story
of modern production control and applied cost ac
counting practice. It deals with such subjects as
production control, the keeping and issuing of stock,
machine layout, time studies, the setting of standards
and piece rates, etc. It goes thoroughly into the
fundamentals of cost accounting and shows how a
good cost system can help in attaining economical
and profitable production.

Practical Accounting for General Contractors
By H. D. Grant, Staff of W. B. Richards & Co.
254 pages, 6x9, $3.00 postpaid.
The book has grown out of the author’s many years
of experience in installing accounting methods in con
tracting concerns of various sizes. He has devised
a system which will tell you how to give the con
tractor the information he needs for the financing,
management and development of his business at a
time and in a form that will enable him to make the
most effective use of it.

Bituminous Coal Mine Accounting
By W. B. Reed, Recently Secretary of the National
Coal Association. 221 pages, 6x9, $3.00.
This book has grown out of the universally recognized
need for a system of accounting and cost-keeping
which could be applied throughout the bituminous
coal-mining industry. The book is liberally illustrated
with forms in actual use in bituminous coal mine
accounting and includes the various coal report
blanks of the Federal Trade Commission as well
as the accounting forms recommended by the Cost
Accounting Committee of the Association.

Accounting Problems—Intermediate
By Charles F. Rittenhouse and Atlee L. Percy
of Boston University. 429 pages, 6x9, $3.00.
A textbook of exercises of an intermediate grade pro
viding a variety of laboratory material of a practical
character for students of accounting.
Contains 48
model forms of financial statements and reports, and
some 400 problems and questions in accounting theory.

McGRAW-HILL BOOK Co., Inc
370 Seventh Ave., New York

System Building and Constructive Accounting
By Raymond D. Willard, Lecturer on System Building.
Northeastern College. 307 pages, 6x9, $4.00 postpaid.
Is based on many years’ practical experience in in
stalling business systems, and upon a successful teach
ing of the subject for a number of years. It gives
the practical details connected with the building up
and installing of complete accounting systems—
shows the accountant how to set up financial
forms, records, and books so as to provide a
systematic knowledge and control of account
ing and financial transactions.

Manufacturing Costs and Accounts

By A. Hamilton Church. 452 pages,
6x9, $6.00 postpaid.
This accounting classic introduces
the reader gradually to the under
McGrawlying principles on which manu
Hill Book.
facturing accounting of all
Co., Inc.
kinds depends. After covering
370
Seventh
these principles thoroughly,
Ave.,
New York.
the more advanced topics
You may send me for
are treated, giving a com
10 days’ examination.
checked below.
paratively simple view
and an understand
J Advanced Accounting
ing of the whole
—Bennett. $4.00.
] Practical Accounting for
general structure
Contractors—Grant. $3.00.
of cost ac
[ ] Bituminous Coal Mine Ac
counts.
counting—Reed. $3.00.
[ ] Accounting Problems-Intermedi
ate. $3.00.
Production Engineering and Cost
Keeping. $3.50.
System Building—Willard. $4.00.
Manufacturing Costs and Accounts
Church. $6.00.
I agree to pay for the books selected or return
them to you postpaid within 10 days of receipt.
Signed ...................... .... .....................
Address .......
City and State .
Name of Company
Official Position ....
JA-2-23.
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JUST OFF THE PRESS
HIS volume presents in a new way the standard methods and procedure followed
today in the work of the efficient Cost Accountant, and those who have successfully
handled important cost-finding problems and installations.
Every effort has been made to make the work unusually clear and comprehensive, and
a valuable working aid to the practicing accountant. Charts, records, reproduction of actual
forms, etc., are used in abundance. We are confident the book will rapidly gain recogni
tion as a standard text in modern cost accounting technique and procedure.

T

Are you completely posted on the latest Cost Accounting developments in the handling of ma
terial burden?—In the use of unit costs of material and labor as a guide in standardizing material
and labor costs? Do you know how pay rolls should be kept to give complete information for the
distribution of overhead?—The best procedure in accounting properly for lost time?—How selling
and administrative expenses should be properly prorated to the various commodities? How the
costs of by-products should be determined?—The best way to account for freight expenses?
These, and hundreds of other problems and questions bearing upon the work of the modern
cost accountant, are clearly answered and explained in

Cost Accounting Procedure
By WM. B. CASTENHOLZ, A. M., C. P. A.
Member: American Institute of Accountants: National Association of
Cost Accountants: William Castenholz & Co., Certified Public Account
ants, Chicago; Director, Department of Higher Accountancy, LaSalle
Extension University; Author of Auditing Procedure.

The broad and comprehensive way in which this subject has been treated in
this volume of nearly 400 pages is indicated by the following chapter heads:
Chapter I. The Value and Elements of Cost Chapter XL How General Ledger Accounts
Control Costs.
Accounting.
Chapter II. The Determination and Statement Chapter XII. Other Methods of Factory Over
head Distribution.
of Material Cost.
Chapter XIII. Interest on Plant Investment.
Chapter III. Stores Valuation and Records.
Chapter XIV. Process and Departmental Costs.
Chapter IV. The Material Cost Sheet.
Chapter XV.
Foundry Costs.
Chapter V. Pay-Roll Records and Labor Chapter XVI. Wage Systems.
Reports.
Chapter XVII. SellingandAdministrativeCosts.
Chapter VI. Determining Direct-Labor Costs. Chapter XVIII. The Value of Cost Accounting
to Management.
Chapter VII. The Departmental Application of
Chapter XIX. The Operation of a Cost De
Factory Overhead.
partment.
ChapterVIII. The Determination of Overhead Chapter
XX. Uniform Cost Accounting Sys Mail
Rates.
tems.
Coupon
Chapter IX. Summary of Machine Burden and Chapter XXI. Miscellaneous Consider
The
the Master Cost Sheet.
ations.
LaSalle
Chapter X. Account Classification for a Manu Chapter XXII. Installing a Cost
University
facturing Business.
System.
Press, Chicago
Michigan Avenue
at 41st Street
Send me postpaid, Cost
Member: National Association of Cost Accountants; Illinois Society of
Accounting Procedure.
Certified Public Accountants: Instructor in Cost Accounting, LaSalle Ex
Within five days of its re
tension University; formerly Auditor and Instructor, University of Illinois.
ceipt, I will send you $3.50 in
full payment or return the book.
Foreign orders and those from
U. S. possessions must be accom
panied by remittance, which will be
competition getting keener, and with the necessity for watch refunded
if book is returned.

Graphically Illustrated by Nearly 70 Charts
prepared by E. C. RAYSON, A. B., C. P. A.

Order
the Volume on Approval
With

ing business leaks more urgent than ever before, the need for
the latest information about Cost Accounting Procedure is
Name...................................
constant and imperative. Fill out and mail the coupon and
Business Address.........................................
receive a copy of this book postpaid on five days’ approval.

The LaSalle University Press
Michigan Ave. at 41st St., Chicago

Firm..................................... ........ ............................

Position.... ........................................................................
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C. P. A. and Institute
Questions and Problems
Public Accounting and Auditing
(2 vols., 3rd Edi.)

Certified
APPRAISALS

By J. F. Sherwood, C. P. A.
An authoritative treatise on
Accountancy. A correlation
of Accounting, Theory and
Practice, Auditing, Theory
and Practice and Law in its
relation to accounting prac
tice. Containing over 600
C. P. A. and Institute ques
tions and problems. Answers
and solutions available in
loose-leaf form.
Used by hundreds of
C. P. A. candidates every
year. Equally invaluable to
the business executive who
wants scientific accounting
methods at hand for instant
reference. All the details of
an audit are worked out and
illustrated from the beginning
of the engagement to the final
report to the client. Used as
basic texts in many of the
leading universities and col
leges.
Price $4.00 per volume. Sent postpaid upon receipt
of remittance or C. O. D. if preferred.

For Cost Systems, Bond Is
sues, Credit Extensions, In
surance, Accounting, Income
Tax, Liquidation and Mergers.

A highly trained, long ex
perienced staff available for
quick valuations of large
industrial properties — in
cluding Chronometric Val
uations for Federal Tax
purposes. The cost is low.

The Lloyd-Thomas Co.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

120 Broadway

1124-28 Wilson Avenue

New York

SOUTH-WESTERN PUBLISHING CO.

Chicago

Branch Offices in Principal Cities

CINCINNATI, OHIO

POST-GRADUATE
COURSE
UR post-graduate coaching course has been designed to prepare
candidates by quick intensive training for the Examination. Now
is an opportune time for those who wish to take the Institute
Examination, and who feel the need of this work. This course takes
up practically all the points that may come up on the Examination and
shows the candidate how to get his answer on paper, how to cover the
important points, within the time limit; it also helps him to interpret
the problems correctly, a point on which so many good accountants
are weak.

O

C. P. A. Course
For those not ready for the next Institute Examination, our C. P. A.
Course is recommended. No knowledge of bookkeeping is necessary,
but a high school education, or at least a complete grammar school
education, with business experience, is essential. We start a man at
the beginning and carry him step by step through to his goal.

High School and College Preparatory
High School and College Preparatory Courses are now ready and
may be taken for those who do not have the high school educational
requirements.

These courses, as well as the C. P. A. Courses and the Post Graduate
Course, are practically the same as those conducted so successfully for
9 years by R. J. Bennett, C. P. A., in evening resident school. His C. P. A.
Course was at that time accredited by the State Board of Pennsylvania.
Write for catalog.
Elective Courses: Accountancy, Auditing, Law, Costs, Bookkeeping, Junior and Senior Accountancy
Our Courses are Adapted to Resident School Use

BENNETT ACCOUNTANCY INSTITUTE
MULFORD BUILDING, 15th and WALLACE STS., Dept. 331, PHILADELPHIA, PA.
When writing to advertisers kindly mention The Journal of Accountancy
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Construction Costs and Construction Profits
A Special Course for Public Accountants
Construction cost accounting and the procedure for the determination of construction
profits, particularly when a contractor has contracts which are partially executed in one
fiscal year and finally completed in another, are subjects which not only should be thoroughly
understood by every public accountant, but subjects on which accounting text books furnish
no information.
The course begins with the conception by an investor of the idea of erecting a building,
goes through the work of construction and the treatment of transactions in the owner’s,
the architect’s and the contractor’s offices, and ends with commencement of operations
of a building, that is, the start of occupancy by tenants.
The course consists of carefully prepared written lectures, quizzes designed to test
mastery of subject matter, and problems sent at proper time throughout course to assure
the rightful practical application of theories involved.
Terms will be given on application.
The course referred to herein is primarily for public accountants, will be given only
to those having a good accounting foundation and will be limited to members of public
accountants’ offices.
Replies must state experience and the accountants’ staff of which a member.

W. M. AFFELDER,
51 Wall st., New York.
Comptroller, Thompson-Starrett Company.
Special Lecturer on Construction Accounting, College City of New York.
Certified Public Accountant, Indiana and New Hampshire.
Member: National Association Cost Accountants.
American Society Certified Public Accountants.

THE 1922 YEAR BOOK
of the

American Institute of Accountants
Contains
Report of Proceedings at Annual Meeting, September, 1922.
List of Members and Associates. Reports of Officers and
Committees. Constitution and By-Laws and Rules of Profes
sional Conduct. Personnel of all State Boards of Accountancy.
This volume, substantially bound, is now on sale at
$1.65, delivered in the United States and Canada

American Institute of Accountants
135 Cedar Street

New York
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COST
ACCOUNTING
The only school in the U. S. devoted
exclusively to Cost Accounting.

IX

Industrial
Appraisals

Basic and Post Graduate Courses.

Resident and Correspondence Instruc
tion, also
Reading Courses.
All instruction is under the per
sonal supervision of J. Lee Nichol
son, C. P. A.
Send for free booklet outlining
courses and terms.

MADE BY

QUALIFIED EXPERTS
in all lines

Correspondence Invited

Standard Appraisal Company
Home Office

J. LEE NICHOLSON INSTITUTE
Dept. D
6 North Michigan Avenue, Chicago, Ill.

APPRAISALS

REPORTS

INVESTIGATIONS

INDUSTRIAL

90 John Street, New York
BRANCHES ALL PRINCIPAL CITIES

PUBLIC UTILITY

NATURAL RESOURCE

MERCANTILE

OR twenty-eight years American Appraisals have been
furnishing facts to American Industry—facts which
have been proved by courts, tax commissions, regulatory
bodies, insurance companies, bankers, buyers and sellers.
American Appraisals are made by an organization of
appraisal engineers who are equipped to value any property,
any industry, any department of industry—and are checked
and verified by means of the greatest library of statistical
cost data in the world.

F

The American Appraisal Company
Milwaukee, Wisconsin
Atlanta
Baltimore
Boston

Buffalo
Detroit
Chicago
Indianapolis
Cincinnati Los Angeles
Cleveland Milwaukee

Minneapolis Pittsburgh
Syracuse
New Orleans San Francisco Tulsa
New York
St. Louis
Washington
Philadelphia Seattle

The Canadian Appraisal Company, Ltd., Montreal, Toronto
Copyright, 1923, The American Appraisal Company
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Federal Taxes
Simplified

Sent on
Free
Examination

Here is a short-cut method for learning about the Federal
Tax Law and its application to actual problems.

The Prentice-Hall
FEDERAL TAX COURSE
Prepared by the staff of tax experts who compile the Pren
tice-Hall Tax Services, under the direction of Prof. Charles
W. Gerstenberg, Head of the Department of Finance at
New York University, and Virgil P. Ettinger, Head of the
Federal Tax Service.

A Convenient Method
$6 COMPLETE
The Course comes in a loose-leaf binder. It has over 300 pages
including an Explanatory Digest of the Law, clearly explaining
the Official Act which is next given in full. Then follow 234
Representative Problems in taxes, based on the preceding Sec
tions. Detailed Answers are next given. Helpful suggestions
and an Index are likewise presented. This Course is used by
many universities teaching taxes, including Harvard University,
University of Southern California, New York University. Also
adopted by accounting offices for their juniors. The cost for the en
tire Course is only $6. Upon coupon request a copy will be gladly
Sent on Approval

PRENTICE-HALL, Inc.
70 FIFTH AVENUE

NEW YORK

PRENTICE-HALL, INC., 70 Fifth Ave., New York
Without cost or obligation to me, you may forward the FED
ERAL TAX COURSE, for 5 days’ FREE EXAMINATION.
Within that time, I may either remit $6 in full payment, or
return Course without further obligation.
Name ..................................................................................................

Firm ..................................................................................................

Address ..............................................................................................
TC 206

When writing to advertisers kindly mention The Journal

of

Accountancy

The Journal of Accountancy
Official Organ ofthe American Institute of Accountants
Vol. 35

February, 1923

No. 2

Municipal Accounting
*
By J. O. McKinsey

Municipal accounting has been defined “as a method em
ployed by a city for the purpose of recording its business trans
actions and finally coordinating these data around problems of
administration.”† When thus conceived, municipal accounting is
a subject of such vast proportions that one who is asked to dis
cuss it in a paper such as this must choose some specific phase
or phases of the general subject. Considering the length of time
which he may be expected to consume, it seems expedient to the
present speaker to eliminate a consideration of the technique of
accounting records and to confine this discussion to a considera
tion of the purposes which the accounting of a municipality may
serve, with the object of developing a method of approach to the
solution of municipal-accounting problems. The consideration
of the major topic will involve a consideration of three others
to which it is closely related:
The requisites for accomplishing the purposes outlined.
The principal problems involved in securing these requisites.
The relation of municipal accounting to municipal budget
making.
These three propositions will not be discussed separately,
but will be considered with the discussion of the major topic.
Purposes of Municipal Accounting
The purposes of municipal accounting may be stated in vari
ous ways and probably no two accountants would state them in
the same manner. It is thought that the following are sugges
tive:
To provide information with reference to the current flow
of cash.
*An address delivered at the regional meeting of the American Institute of
countants, St. Louis, Missouri, November 10, 1922.
†Frederick A. Cleveland.
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To provide information which can be used in planning and
controlling revenues and expenditures.
To provide information which can be used in judging
efficiency of employes.
To provide information which will show profit and loss on
those activities which are subject to profit-and-loss test.
To provide information by means of reports which can be
used for the guidance of executives and the enlightenment of
the public.

Information with Reference to Cash
The early records of municipalities were designed primarily
to give information with reference to cash receipts and disburse
ments. In many cases the only record kept was a cashbook. In
small towns this situation still exists in many cases. The officers
of many of these will contend that they perform only cash trans
actions and therefore need information only with reference to
cash. In a meeting of accountants it is unnecessary to explain
the inadequacy of records of cash receipts and disbursements as
a basis of administrative control, for the accountant has been the
most potent agency in teaching both the business and govern
mental executive the need for information with reference to in
come and expense as distinguished from information with refer
ence to cash receipts and disbursements.
It is not intended to depreciate the necessity of a city having
information with reference to cash. But it is desired to empha
size that to know the amount of the cash receipts, the amount of
the cash disbursements and the resulting balance is not sufficient.
Neither is it sufficient to provide that all cash receipts are prop
erly accounted for and that all disbursements are authorized by
the proper officials. It is equally important to provide (a) that
authority shall be granted for the expenditure of funds for neces
sary services and supplies only; (b) that these services and sup
plies shall be purchased at the lowest price consistent with the
procurement of a satisfactory product; and (c) that the services
and supplies shall be used efficiently after they are procured.
To attain these ends something more than a record of cash
transactions is required. In fact, it requires a development in
organization and accounting control which few of our cities have.
The following discussion will point out what some of these es
sentials are.
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Information for Planning
Expenditures

and

Controlling Revenues and

Effective administration of municipal finances requires a
close coordination of revenues and expenditures. It is unde
sirable to secure revenues greater than are needed to carry on
the operations which the city desires to perform for the welfare of
its citizens. It is equally undesirable for the city to attempt to
perform operations which are beyond its revenue possibilities. Of
course, by means of borrowings present costs may be paid from
future revenues, but the loans which can and should be made
are dependent on present and future revenue possibilities. The
coordination of municipal revenues and expenditures, like the
coordination of business revenues and expenditures, requires
careful planning. Without such planning, their coordination is
a matter of accident. When this planning is done in a system
atic way it results in budget making. The municipal budget is a
statement of the estimated revenues and estimated expenditures
of a city for a certain period of time set forth in such form and
supported by such collateral data as to show its financial needs
and revenue possibilities. It is a primary essential for effective
control of revenues and expenditures.
To show the need for a municipal budget is an easy task,
but to secure the installation of an effective budget is more diffi
cult. Such a budget presupposes three things:

(1) A definite and accountable organization for the ad
ministration of municipal affairs.
(2) A system of accounts so maintained that they will
serve as a basis for holding the organization accountable.
(3) A budget prepared in such form that it will represent
a system of future accounts in terms of organization responsi
bility.
Other requirements may be stated, but it is thought that
these can be provided if the foregoing essentials are obtainable.
The chief difficulty which the practitioner encounters in the
installation of budget control for any governmental body, is the
lack of a definite and accountable organization. Most govern
mental bodies are constantly increasing their activities and, as
these activities increase, new agencies are created for carrying
them on. Each new agency is usually established with little con
sideration of its relation to existing agencies. In most cases
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these agencies are placed under the supervision of the chief
executive only, and in many cases their authority is so strictly
established by law that his supervision is largely nominal. Under
such conditions, it is not long before these independent agencies
become so numerous that the chief executive cannot exercise
effective control over them, and the one possibility for a correla
tion of their activities becomes ineffective. This situation is well
illustrated in state governments. In 1917 when a reorganization
of the administrative activities of Illinois was undertaken, it was
found that more than one hundred separate agencies were report
ing to the governor. The impossibility of any governor’s super
vising and correlating the work of that many administrative
agencies is apparent. In most states, except the three or four
where a reorganization has taken place recently, a similar situa
tion exists. The situation of the national government, where
there are not only numerous commissions and bureaus report
ing to the president, but also an entirely unsystematic assignment
of duties to the various administrative agencies, is familiar to all.
Conditions similar to those which exist in state governments
and the national government exist in many cities. There are
numerous agencies reporting to the mayor and the activities per
formed by these various agencies is a matter of accident rather
than of any well-formulated administrative plan. It is the opinion
of the speaker that it is idle to talk of budget control or of ac
counting control until there is an organization through which this
control can be exercised. Neither budgets nor accounting sys
tems will operate themselves. They merely provide the means
for administrative control. They are facilitating devices.
With reference to organization, it is necessary to remember
that in a municipality as well as in a business enterprise the or
ganization must provide for the performance of three functions:
(a) the policy-making function, (b) the executive function and
(c) the staff function. The policy-making function can be per
formed by the legislative branch of the government. This branch
ought to restrict itself to policy formation which it expresses by
means of legislative enactments. It should not attempt to meddle
with executive tasks. The executive function should be vested
in the mayor. The mayor should delegate his authority to only
a few men. He should have reporting to him a small group of
from five to ten who are the heads of administrative departments.
All the administrative functions of the city should be classified
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so that they will fall into one of these departments. When new
laws create new activities, their performance should be delegated
to one of the functional departments instead of to a newlycreated commission or bureau. The head of each of the major
functional departments should organize the activities of his de
partment into functional groups and place a responsible head in
charge of each group. The head of each group should be ap
pointed, promoted and dismissed by the head of the department.
Under no conditions should he be answerable to the mayor as
many of the bureau chiefs are answerable to the president in our
national government. Only by this means can definite line au
thority and definite executive responsibility be fixed.
But if the line executives are to perform their tasks properly
and if they are to be held accountable for their actions, there must
be secured information from sources independent of the line of
authority. This is the function of the staff. Few municipalities
have any staff organization, and this is a primary reason why
few cities have effective budget or accounting control. It is not
to be expected that line executives will develop and supply the
information needed as a basis for holding themselves accountable.
By a staff is meant a group of skilled men so placed within the
organization that they can report to the line of authority and to
the chief executive all the information that is necessary in execu
tive accountability. This does not refer merely to an independent
comptroller although such an officer is of primary importance
from our viewpoint, but it also refers to independent specialists
in each major field of administrative activities.
Granted an organization that can be held accountable, the
next consideration is a system of accounting that will hold the
organization accountable. As an accountant, I am interested in
accounting, but I am interested in it only in so far as it enables
executives to control. I am not interested in accounts that are
regarded as an end in themselves. Special emphasis is placed
upon this for the accounting systems of many municipalities have
little relation to their organization. I regret to say that some
of these have been designed by accountants. It is important to
see that an organization chart should be the starting point in the
designing of an accounting system for a municipality as well as
for a business organization.
An accounting system is a prerequisite to the preparation and
enforcement of a municipal budget. A satisfactory budget can
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not be based on the imagination of municipal executives. It
must be based on experience as reflected in the accounting records,
modified by future needs and possibilities. After the budget is
prepared it must be enforced and a system of accounts is neces
sary for such enforcement. It is idle to allot a certain amount of
funds to a department if no record is kept of its expenditures so
that they will be restricted to the allotment. In designing the
accounting system it is necessary to keep in mind that it should
harmonize with the form of the budget and vice versa.
This leads us naturally to our third requirement that a bud
get should represent a system of future accounts stated in terms
of organization responsibility. The meaning of this requirement
can be well illustrated by the classification of expenditures for
budget purposes. Budget data on expenditures are usually classi
fied in one of the following ways: (1) by functions, (2) by or
ganization units, (3) by objects, (4) by character and (5) by
funds. In the past, the first and third classifications have been
employed most frequently. It is obvious that, if accounting is
to be used as basis for exercising executive accountability and the
accounts and the budget are to be correlated, the basic classifica
tion of budget data on expenditures should be by organization
units. A subclassification by objects can then be made. Such a
classification provides data for intelligently judging the proposed
budget and for enforcing it after it is adopted. We again see
the inseparable relation between organization, accounting and
budget-making and how an accounting system designed in terms
of municipal organization is an effective instrument for adminis
trative control of revenues and expenditures.
Information for Judging Efficiency of Employes

It is difficult to obtain information which can be used as a
basis for judging the efficiency of the employes of a city. This
difficulty is due primarily to the fact that there is an absence of
the profit-and-loss test in municipal affairs. In private industry
this test is a constant check on the efficiency of the members of
an organization and our accounting systems for private industry
are constructed on the assumption that profit is the controlling
motive of activities. Since the operations of a municipality are
not conducted for profit, the same type of accounting records
which we use for private industry are not well adapted to serve
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as a basis for judging efficiency and enforcing administrative
responsibility.
The most significant test of the efficiency of the operations
of a municipality is the value of the public service rendered in
terms of dollars spent. An increase in disbursements is not it
self an indication of lack of efficiency or lack of economy. Every
new function assumed by the city either involuntarily or by legis
lative enactment carries with it an increase in disbursements
covering the cost of this function. For instance, an increase in
the activities of the department of public health will lead to an
increase in the disbursements, but the service resulting there
from through the decrease in ill health and deaths may more
than compensate for the cost. The employment of a staff to
assist the line executives would increase disbursements, but it
would in many cases lead to real economy. An increase in dis
bursements, comparatively, may indicate only that there has been
an increase in the effectiveness of the discharge of public duties.
On the other hand, a decrease in disbursements, comparatively,
may not represent economy or efficiency in any sense. Disburse
ments may be decreased to the positive detriment of public service.
All this is axiomatic, but it is worth while in considering ac
counting as an instrument of municipal administration that we
realize its limitations as well as its possibilities. Accounting data
can usually not be used as a final test of economy or efficiency,
but merely as a means of roughly indicating the tendencies in
municipal administration. The service resulting from municipal
activities is usually not reflected in the accounting records. Sup
plementary data in statistical form must be obtained to use as a
check on the results shown by the accounts. As previously
stated, the most significant test of the efficiency of municipal
operations is the value of the public service rendered in terms of
dollars spent. Determining the value of service rendered is
usually a statistical rather than an accounting problem.
Although municipal accounting cannot and should not pre
sent the results of municipal activities in terms of profit and loss
it can and should show as a minimum the following:

(1) Accountability of city officers as to:
(a) Honesty in collection of revenues.
(b) Collection of revenues in conformity to law.
(c) Efficiency of plans for raising city revenue.
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(2) Accountability of city officers in reference to:
(a) Honesty of expenditures.
(b) Expenditures in conformity to law.
(c) Efficiency in expenditures (by activity costs judged
in terms of service rendered).
(3) Accountability of city officers as to:
(a) Care and custody of assets.
(b) Proper use of assets.
(c) Proper maintenance of assets.
(4)
(5)
for each
(6)

Accountability of city officers as to liabilities.
Accountability of city officers for the funds available
activity.
Efficiency of administrative procedures.

It is obviously beyond the scope of this discussion to con
sider how municipal accounting can be used to show each one of
these. I have stated these merely as a challenge of what the
possibilities of municipal accounting are in the placing of re
sponsibility and the judging of efficiency. There are two or three
of the foregoing, however, to which I wish to refer briefly.
As previously explained, one of the most difficult and yet
the most important of the foregoing possibilities is the showing
of the efficiency of expenditures. If the accounting system pro
vides for a departmental classification of expenditures and a
classification within the department by objects, it is then possible
to obtain expenditures by activities. For instance, it will be possi
ble to obtain the expenditures of the department of public health
and welfare in maintaining the home for incurables and from
the data provided by the records of this institution per capita
costs can be obtained. These costs can be compared period by
period. The limitations of such costs as an index of efficiency
are apparent, but they serve a useful purpose in showing trends
and as tentative standards by which to judge activities. Similar
“activity costs” can be obtained with reference to the various
classes of activities carried on by the city.
It will be noted that the foregoing outline proposes to hold
the city officers responsible for the care and use of city property.
This phase of city administration has been sadly neglected. After
property is purchased, it is lost to sight and no responsibility is
placed for its care and use. The accounting records should place
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definite responsibility for the use of all supplies and readily con
sumable property and should provide comparative data to show
consumption by different units of the organization. Centralized
purchasing and stores-keeping are necessary corollaries to the
exercise of such control. With reference to the more permanent
forms of property, comparative data should be available to show
the results obtained from their use during different periods and
the cost of maintenance for different periods. A plant ledger
should be maintained which would provide detailed data with
reference to such equipment and the equipment employed by each
department. The expenditures for both supplies and fixed prop
erty should be under the limitations of budget control. The
nature and value of the property owned should be shown by the
municipal balance-sheet.
The liabilities of a city should be recorded as faithfully as
are the liabilities of a private concern. It is rather amazing to
learn within recent months that a certain large city did not know
the amount of its liabilities. The officers of the city disagreed
by several hundred thousand dollars as to the amount of the city’s
indebtedness. Such a condition is, of course, inexcusable. The
municipal balance-sheet should show clearly to all the amount
and nature of the liabilities.
The city like the private firm must formulate administra
tive procedures for carrying on its activities. The desirability
of these procedures depends on the results obtained from their
use. The accounting system should be so designed that it will
harmonize with the procedures adopted and that it will show the
weaknesses of those which are ineffective.
Information to Show Profit and Loss on Certain Activities
Many cities carry on activities which result in the sale of a
product or service to their citizens. It is usually the intention of
the city to provide such services at cost. Some political scientists
contend that a city should make a profit on such activities and use
this profit as a means of providing other desirable services to the
city. Whatever the policy of the city may be, it is necessary that
accounts be maintained which will show the results of the opera
tions of these activities. For this purpose a system of cost ac
counts operated primarily in the same manner as those of a
private concern is necessary. In the main no peculiar problems
arise unless it be with reference to the proper overhead charge
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able to these activities because of the supervision provided by city
officers, and this is not an acute problem.
Municipal Reports

Since the records of municipalities until recent years dealt
only with cash transactions, reports prepared from those records
showed only cash receipts and disbursements. The development
of reports which can be used in municipal administration is quite
recent. Even the municipal balance-sheet is of recent origin.
As late as 1906 we find a speaker addressing the second confer
ence on uniform municipal accounting, asserting the following:
“A city as such has neither capital nor revenue.”
“The municipal corporation when considered as a separate
entity and apart from the private estates within its territory is a
penniless nonentity.
“Any attempt, therefore, to recognize in the general state
ment of a city the value of common properties, is seeking to ex
press a condition which does not exist and forces a construction
that is fictitious, meaningless and withal misleading.”
Today the municipal balance-sheet is one of the two or three
most significant reports prepared with reference to municipal
affairs. It can be used as the basis for answering many funda
mental questions with reference to municipal finance and ad
ministration. A statement of the most important of these ques
tions will serve to show the way in which municipal reports may
be used and will also show the relation of accounting to the
solution of administrative problems.
These questions may be divided into two main groups:
(1) Those which relate to resources and liabilities having
to do with the financing of current expense of the corporation.
(2) Those which relate to the acquisition of permanent
properties and equipment necessary to carry on city functions
with economy and efficiency.
The following are suggestive of the questions which fall
within the first group:
What are the due and demand liabilities?
What is the amount of cash available to meet such obliga
tions ?
What are the obligations incurred by hypothecation of rev
enue to provide cash with which to meet demand liabilities?
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What other liabilities have been incurred to obtain cash to
meet current needs?
What is the amount of collectible revenues and other ac
counts receivable which have not been hypothecated?
What is the amount of the surplus
Of collectible revenue and other accounts receivable
hypothecated over current liabilities secured thereby?
Of cash overdue and demand liabilities or vice versa?
Of collectible revenue and other accounts receivable not
hypothecated over current liabilities not secured ?
Balance of resources applicable to the payment of
liabilities which may be appropriated for future ex
penses ?
What is the amount of the inventories of goods on hand ?
What is the balance unexpended of appropriations made for
future expenses and for the future purchase of supplies, etc. ?
What are the present encumbrances and contract liabilities
incurred against such appropriation balance unexpended ?
What are the unencumbered balances of appropriations
available for the expense period not yet elapsed?
The following are suggestive of the questions which fall
within the second group:
What amount of indebtedness incurred for municipal capi
tal and equipment is still outstanding?
What are the contracts for payment of these obligations?
What are the balances unexpended of funds obtained for
construction or investment purposes ?
What has been the cost of properties and equipment pro
vided for purely governmental functions? What depreciation
has accrued on these?
What amount of the properties and equipment for govern
mental purposes has been obtained with funds received by borrow
ing ? What amount is represented by appropriations from
supplies ?
What has been the cost of properties and equipment for
educational, recreational and similar purposes? Have they been
maintained, and from what source were funds obtained for their
procurement ?
What classes of municipal enterprises are owned? What is
their cost? Have they been properly maintained? From what
source were funds obtained for their procurement?
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What investment has the city made in stocks, bonds, real
estate or other properties and rights not included in the other
classes of accounts enumerated? How were these investments
obtained? How have they been administered?
The balance-sheet should be designed with these questions
in mind. In designing other reports for the use of municipal
officers and the public a similar procedure should be followed.
The questions which the report is expected to answer should first
be determined and the report then designed accordingly. To
discuss the nature of these various reports is obviously beyond
the possibilities of this paper.
Problems Involved in Securing Effective
Accounting Control
There are three principal problems which are encountered
in seeking effective municipal accounting control:

1. There is usually a lack of an effective organization for
carrying on administrative affairs. As previously explained an
accountable organization is the first step in securing accounting
control. Four of the states have brought about an organization
of their administrative machinery along functional lines during
the last five years. Several of the states and the national govern
ment are carrying on investigations at the present time. No
doubt the movement will spread to cities in the not-distant future.
2. There is usually a lack of centralized accounting control.
Very often each separate agency and bureau keeps its own rec
ords. For instance,* in a comparatively small town it is possible
to find the following:
Council, records kept by city auditor.
School board, records kept by board secretary.
Board of industrial education, records kept by board secre
tary.
Library board, records kept by librarian, as secretary.
Board of public works, records kept by city auditor.
Board of water commissions, records kept by board secretary.
In a large city this condition may be greatly aggravated be
cause of the numerous semi-independent agencies of administra
tion. It is evident that with a decentralization of records it is
impossible to have effective accounting control. There is needed
in each city a comptroller who will have duties comparable to
*Dohr, Municipal Accounting.
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those of a comptroller in an industrial concern. Not only should
he be responsible for accounting procedures, but he should also
be responsible for the formulation of operating procedures for
use throughout all the departments of the city.
3. There is usually a lack of trained employes to perform
the accounting work of a city. If employes are obtained out
side the civil service their appointment is apt to be influenced by
politics. If they are engaged by means of civil service the salaries
paid are apt to be such that inefficient assistants will be obtained.
The centralization of the accounting control in the hands of the
comptroller will tend to avoid this condition and will at least make
possible efficient service in the designing and supervision of
records.

Summary and Conclusions
It has been the purpose of the foregoing discussion to em
phasize the following:
That the purpose of municipal accounting is to serve as an
instrument of municipal administration in the solution of cer
tain municipal problems which have been discussed.
That effective municipal administration is dependent on
effective municipal organization and that if accounting is to serve
as an aid in administration it must be designed in terms of or
ganization; that the starting point of a municipal-accounting
system is an organization chart of the municipality.
That the municipal budget is necessary for effective munici
pal administration and that an effective budget is dependent on
an effective accounting system; that there should be a close cor
relation of organization, accounting and the budget to the end
that the budget shall serve as a statement of future accounts in
terms of organization responsibility.
That the use of accounting in judging efficiency of munici
pal operations or municipal employes is dependent on a correla
tion of accounting and statistical data; that the accounting records
alone do not usually provide a standard for this purpose because
of the absence of the profit-and-loss test in municipal operations.
That effective municipal administration as well as public
policy requires the preparation and use of comprehensive reports
covering municipal operations, and that these reports should be
designed previous to the designing of the accounting system so
that the latter may be constructed in the light of the demands of
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the former: that municipal reports should be designed as an an
swer to the questions which result from the administration of
operations which they cover.
That to accomplish the foregoing it is necessary to have a
centralization of accounting, statistical and operating procedures
of the city in the hands of one executive usually termed the
comptroller.
In closing it may be suggested that municipal accounting, if
considered in the broad way which has been assumed in this paper,
offers a very interesting and lucrative field for the public ac
countant. But, if he is to cultivate this field for the greatest bene
fit to himself and to the municipalities which he serves, he must
approach the problem from the viewpoint of municipal adminis
tration rather than from the viewpoint of municipal bookkeeping.
To emphasize this truth is the primary object of this paper.
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Stock-exchange Questionnaire and
Related Financial Statements
By H. M. Smith
In view of continued developments in the stock-brokerage
business, involving particularly the many recent failures, and, as
a result thereof, a demand for state supervision and control, it
appears that the action of the New York stock exchange in fur
ther extending its authority over its member firms by requiring
them to submit periodically certain financial data was decidedly
timely.
It is possible, however, that such action may not satisfy the
public officers, who are urging supervision similar to that now
exercised over banking institutions. Granting that the attitude
of such public officers is inspired by a desire to protect the funds
which the public entrusts to brokerage concerns for investment
or speculation, it may be said that the proposed measures of super
vision, licensing, etc., will be futile until the public learns to
protect itself by realizing it should not hand its money to a socalled broker, even should he be licensed, without first being satis
fied as to such broker’s responsibility.
In any event, disregarding the debatable question of addi
tional supervision, it is the intention to outline herein a detailed
procedure that may be employed to compile the data in the form
required by the exchange; also to outline a course that may be
pursued to restate such data in the more complete form of finan
cial statements.
It appears probable, however, that many vexatious points will
be encountered when an attempt is made to answer a question
naire to the satisfaction of the principals of a stock-exchange
house, thus producing conditions which sooner or later should
result in a demand by such executives for improved accounting
methods and procedure. The accounting systems, generally
speaking, employed by the average stock-broker, being somewhat
unprogressive when compared with those of other forms of busi
ness, are not well adapted to answer quickly the questions asked
by the questionnaire and considerable time will be consumed in
preparing the data required.
Regarding the form adopted by the exchange for sub
mission of financial data by its member firms, it may be said that
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it is at present somewhat incomplete and unsatisfactory. As a
questionnaire, it provides only for the accounts of such houses
as transact a straight, stock-exchange business, making no pro
vision whatever for foreign exchange and only partly providing
for cotton, grain, produce, etc. Many queries now present them
selves when an attempt is made to utilize the questionnaire to
state the accounts of a large house transacting a diversified busi
ness, but it is reasonable to assume that as the questionnaires are
more used, the larger houses will disclose the restrictions of the
present forms, and an improved and comprehensive procedure
will be devised which will permit of a clear statement of the finan
cial status of a diversified business.
The present questionnaire does not require a summarization
of the data required, nor does it indicate that the amounts and
securities involved should balance in totals. Therefore, it is
obvious that it will be necessary for such data to be restated,
under the direction of the accountant of the exchange, probably
in the form of a so-called liquidated balance-sheet, in order to
enable the proper authorities to pass judgment upon the financial
status of each firm.
Avoiding, however, the question of the adequacy of the
questionnaire, or how the data as presented thereon may be re
stated by the exchange, it is now intended to view the entire
matter from the standpoint of a practising accountant, who has
accepted an engagement to compile the data necessary for a ques
tionnaire, with the understanding that financial statements are
also to be prepared in the liquidated form generally employed
in accounting of this kind.
Therefore, assuming that the engagement relates to a typi
cal stock-exchange house, conducting a stock, cotton and grain
business, it is intended to prepare statements that will reflect its
financial status on the theoretical basis that all securities and
options, either long or short, carried for customers or by such a
firm for its own or partners’ account have been purchased or sold
at the closing market prices of an accepted date.
There are two distinct features to consider: the trial balance
and the securities and options. The first must be in agreement
as to amounts, whereas the second must be in balance as to quan
tities. The accountant should satisfy himself that such is the case
before proceeding to price the securities and options.
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All accounts appearing on the trial balance should be
stated to conform to the balance-sheet, exhibit “A”, allowing for
such specific accounts as may be found in certain engagements of
the kind.
The necessary exhibits and schedules, having been prepared
in advance, with headings outlined in skeleton form, the details
applicable to each, when the trial balance is in order, can then be
entered as to amounts and securities or options from the ledger
or from the subsidiary records. Some ledger accounts will reflect
all the details, whereas others will show simply the amounts—
the securities, etc., being recorded elsewhere in subsidiary records.
If the ledger amounts and securities are correctly entered on the
working papers, there should be no difficulty later in balancing
the results.
It is at this point, prior to pricing the securities and options,
that the accountant should satisfy himself that quantities are in
agreement.
The position of all the securities, when balanced and sum
marized from the securities records or position books, should be
as follows:
Long
Short
Customers
Customers
Wires
Wires
Borrowed
Loaned
Failed to receive
Failed to deliver
Money borrowed
Box
Partners’ capital
Transfer
Partners individually
Partners individually
Firm investments and Firm investments and trading
trading
Firm underwritings and Firm underwritings and syn
dicates
syndicates
Total
Total

Granting that the long and short sides of each kind of securi
ties carried are in balance, it is then necessary to price all such
securities at their market values, using for the purpose a schedule
of all securities, alphabetically arranged. The use of a schedule
of this kind should prevent discrepancies arising from the use of
more than one price for securities of one kind. Closing bid
prices should be used, avoiding for practical purposes all fractions.
In order to price the securities it is suggested that each
schedule be taken in sequence and the securities appearing on all
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such schedules be priced by one group of assistants using only the
alphabetical list of prices. Then as soon as each schedule has
been entirely priced, the extensions should be made by other
assistants. The extended amounts should be summarized in
accordance with the above classification to ascertain if the total
market values of the long and short securities are in agreement.
Discrepancies if they appear may have arisen because:
1. Securities of one kind were not in balance as to quantities.
2. Securities of one kind were priced at different market
values.
3. Errors were made in extensions or footings of market
values.
Assuming, however, that the aforesaid services have been
properly performed, the trial balance as one group, is then spread
over the working papers and balanced, while the securities, as
another group, are balanced. Then it is necessary to apply the
securities in specific accounts against the ledger balances in the
same accounts, to determine the net debit or net credit balances.
In other words, after the securities have been absorbed by theo
retical purchase or sale and the trial balance amounts have been
adjusted accordingly, the resulting figures are intended to indi
cate the amounts due to or due by the firm. Certain accounts
carrying either debit or credit balance, without securities, will
not be affected by the adjustments as provided, and accounts of
this kind should appear in the final results without change.
It is very important to be certain that no securities held in
safe keeping, nor those fully paid for by customers, have been
valued or affected by the liquidation of the other securities.
The procedure necessary for the liquidation of the cotton or
grain options need not be detailed, as it is similar in principle to
that provided for the securities.
The following discussion deals with the items in the order
required by the questionnaire but in the form of a liquidated
balance-sheet:
I. Total Bank Balances
The questionnaire employs the caption “total bank balances”
(which is somewhat restricted when all cash items are considered)
and specifies that contributions and deposits made for special
purposes shall be included thereunder. Ordinarily, items of the
latter kind because of their nature, cannot be considered avail
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able as cash; consequently, certain of them should be grouped
under a different heading. Conforming however, to the question
naire, the following items should be grouped under this heading,
indicating the names of the banks or other essential details.
Cash
Imprest or pettycash fund...... $................
In banks........................................ $................
C ontributions—Clearing
corporations
Stock exchange..........................
Cotton exchange..........................
Produce exchange.................................................
Deposits—Margins
Cotton....................
................
Total..............

$................
...................

Cash receipts on hand, not deposited, should also be included.
If cheques have been drawn and deducted from the bank balance,
without having been issued, because perhaps of failure to receive
the securities, such cheques should be canceled and added to the
bank balance, and a blotter or journal entry record made of the
liability. As a rule, however, items of the kind do not require the
accountant’s attention as the usual procedure in most houses pro
vides for their being properly recorded.
The amounts applicable to this group should be obtained
from the trial balance, without requiring adjustments of any
kind. The total amount, therefore, should be entered on the
questionnaire as well as on the balance-sheet.

II.

Total Money Borrowed and Total Value

of

Collateral

In addition to the foregoing, the questionnaire requires that
the following shall be reported under the heading “total money
borrowed and total value of collateral”:

Stocks:
Borrowed
Loaned
Failed to deliver
Failed to receive
Schedule “A-1,” relating to money borrowed, has been pre
pared for working purposes; the names, dates and amounts should
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be recorded thereon at the time of extending the details of the
trial balance. It is necessary to see that such details are in agree
ment with the loan sheets, to obtain from the latter the collateral
applicable to each loan; and to be certain that all such securities
are correctly included in the summary of the stock records.
The collateral should be priced from the schedule of prices.
When all securities have been extended at their total market
prices, the aggregate value of the securities as well as the total
money borrowed should be entered on the questionnaire. Because
the aggregate market value of the securities will be somewhat in
excess of the total money borrowed, the net difference will be a
debit, and will represent the firm’s equity in such securities.
Therefore, the total balance according to the ledger and the total
market values of the related securities should be shown on the
questionnaire, whereas only the total debit equities in the securi
ties should be stated as provided on the balance-sheet.
With regard to the other four groups of items, included
under this general heading on the questionnaire, it may be stated
that separate working schedules should be prepared for each.
Employing the sequence given above, they should be numbered
“A-2” to “A-5” inclusive. The procedure to be followed con
forms to that provided for money borrowed. It will probably be
found, however, that the ledger accounts will show the details
of the securities as well as the amounts, all of which should agree
with the proper subsidiary records and with the summary of the
stock record. It should be noted that the form given for schedule
“A-2” may be used for the other three classes now under dis
cussion by changing, when required, the headings to read “to”
instead of “from” and by using for the ledger amounts “debit”
or “credit” as necessary. Whether a debit or a credit equity will
result will depend upon the market prices of each of the securi
ties, when applied against their respective ledger amounts; con
sequently, while the questionnaire requires for each group only
the total ledger balance amounts and the total market values of
securities, the balance-sheet may be prepared to show for each
group the debit equities as well as the credit equities; or it may,
if preferred, show the net equities. The balance-sheet, submitted
herewith, has been prepared to show the debit as well as the credit
equities which may result because of market fluctuations in the
groups covered by schedules “A-2” to “A-5” inclusive.
100

Stock-exchange Questionnaire and Related Financial Statements

III.

Market Value

of

Negotiable Securities

A. In Box
Ordinarily, negotiable securities, “in the box” are not re
flected on the general books in anyway; consequently the trial
balance does not affect this group. It is necessary, therefore, to
obtain the details, quantities, etc., from subsidiary records, which
should agree with the securities records or position books. Care
must be exercised concerning these securities not to include the
value of any items in safe keeping nor those carried as “long”
if fully paid for by customers. The values applied to this group
are established only when the market values have been determined.
In listing the items in detail, stocks should be segregated from
bonds. The aggregate market value of all such securities, plus
that of the securities in transfer as explained below, should be
shown on the questionnaire. The total market value of the box
items, however, should be stated separately on the balance-sheet,
the latter being supported by schedule “A-6.”
B. In Transfer
The same procedure outlined for the securities in the box
applies fully to securities in transfer. The total market value,
when combined with that of the box securities, should be entered
as one amount on the questionnaire. The total market value of
items of this nature, as a separate group, should be entered on the
balance-sheet, and details should be reflected as per schedule
“A-7.”

IV.

Customers' Accounts

The data necessary in order to prepare schedules of the
customers’ accounts should be obtained from the ledgers. The
debit and credit balances should be scheduled separately to con
form to the requirements of the questionnaire.
A. Debit Balances
It is specified that debit balances, eliminating all safe-keeping
and fully-paid securities, shall be classified to indicate the accounts
secured and partly secured, showing the market values of the
securities applicable against each, and the balances that are un
secured. This may be done after the trial balance is in order by
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using forms such as schedule “A-8”, filling in the following spaces
direct from the ledger accounts:
Names
Amounts
Securities
Long or short
Names or symbols
Then, utilizing the schedule of prices, one should price all
the securities in the unit market values column and extend the
total market values into the total market values column, long
or short as required. Applying the total values of the securities
in each separate account against the money balance in the same
account, it becomes possible to extend the respective amounts into
the classified columns, secured or partly secured. Obviously,
debit balances which carry no securities should be extended as
unsecured. After extending all customers’ debit balances as ex
plained, it is necessary to total all the columns, reconciling the
ledger balances with the summary of the trial balance and the
securities with the summary of the securities. These amounts
can then be entered on the questionnaire, classified as required.
For the purposes of a liquidated balance-sheet, the difference
between the total secured debit balances and the total securities
applicable thereto, producing a credit balance, should, when com
bined with similar balances, resulting as explained below, be
entered as a net amount on the liability side under accounts pay
able, differentiating, if advisable, between customers and wires
as provided on schedule “A-8.” But if the difference between
the total partly-secured balances and the total securities applica
ble to the same group produces a net debit balance the latter
balance when combined with the total unsecured balances should
be entered as a net amount on the asset side under accounts re
ceivable. To this group should be added the debit balances that
result from the liquidation of the credit accounts, as explained
later.
It may be found at times that customers’ accounts showing
either debit or credit balances, will carry both long and short
securities. The foregoing plan is intended to include such cases
by determining the net difference between the total market value
of the long and short securities and the ledger balance and apply
ing the difference to the proper group on the balance-sheet.
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B. Credit Balances
A schedule “A-10” similar in form to that outlined above
for the debit balances should be employed for the credit balances,
and the same procedure should be followed. The data so afforded
should be used in answering the questionnaire, but the heading
“unsecured” should be changed to read “free.”
The questionnaire, however, provides a different classifica
tion for the credit group of balances. The inquiry relative to the
first class of that group calls for the customers’ total credit bal
ances on account of short sales of securities and the market value
of like securities, without providing for instances wherein the
ledger credit balances are not sufficient to exceed or equal the
market value of the short securities. Therefore, accounts of the
latter kind, being grouped with accounts that are properly
margined, are not disclosed as a separate group of partly-secured
accounts, as is provided in case of debit balances. It is intended
for the purposes of the balance-sheet that accounts of the kind,
when liquidated, shall be included as partly-secured accounts, as
indicated by the summary which follows.
With regard to the second classification, which relates to
cotton, grain and other commodities, it is difficult to understand
why information should be required as to credit balances only;
accounts of this kind at times reflect debit balances. It can be
assumed, however, that net balances are required and the prac
titioner should be guided by conditions as he finds them, and
prepare the questionnaire accordingly.
The third class of items, covering free credit balances, should
be ascertained readily from the form outlined, the total amounts
being entered on the questionnaire as required.
In order to include in a liquidated balance-sheet the credit
balance and the related securities, under the first group of this
classification, it is necessary, using schedule “A-10” to determine
the difference between the ledger credit balances and the net
market value of the long or short securities in each such account
and to enter the resulting net credit as a liability under accounts
payable, combined with the credit balances resulting from the
liquidation of the debit items. In the accounts in which the market
value of the short securities exceeds the ledger credit balances,
the differences, being debits, should be combined with other debits
and be entered on the debit side under accounts receivable as
already explained. The second group will be discussed later
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under the heading “grain department.” The third group, free
credit balances, should be combined with the other credit bal
ances under accounts payable.
As for the balance-sheet, the foregoing procedure, involving
the customers’ debit and credit balances in the stock and grain
departments, may be summarized as follows:
Accounts receivable:
Stock department
Customers and wires
Resulting from debit balances—partly secured
and unsecured
A-8
Resulting from credit balances—partly secured A-10
Grain department
Customers and wires
Resulting from debit balances—partly secured
and unsecured
A-9
Resulting from credit balances—partly secured A-11
Accounts payable
Stock department
Customers and wires
Resulting from debit balances—secured
A-8
Resulting from credit balances—secured, also
free
A-10
Grain department
Customers and wires
Resulting from debit balances—secured
A-9
Resulting from credit balances—secured, also
free
A-11
Cotton, Grain and Other Commodities
Separate schedules, “A-9” for the debit balances and “A-11”
for the credit balances, should be prepared as for the stock depart
ment balances, but options rather than securities are to be con
sidered. The same principle of liquidating the accounts should
be followed and the resulting balances should be stated on the
balance-sheet as in the case of securities.
In view of the fact that the questionnaire provides only for
credit balances of this nature, it will be necessary to show thereon
the net differences between the debit and the credit items, if the
result is a net credit. If, however, actual conditions produce a net
debit it may be advisable to include this on the questionnaire under
other debit accounts.
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V.

Partners' Accounts

The questionnaire requires that the following accounts shall
be grouped under the general heading “partners’ accounts”:

A—Partners’ individual
B—Firm investments and trading
C—Underwritings and syndicate participations
D—Capital
Entering separately the following:
Exchange seats, office furniture and other fixed
assets as carried on the books

It cannot be said that the grouping provided is satisfactory
from an accounting point of view. However, in order to comply
with the sequence given, the accounts will be discussed as stated
above. It should be observed that the questionnaire requires only
the ledger balances and the long or short securities, without speci
fying the secured or unsecured accounts. The schedules em
ployed for the four classes of accounts under this general group
ing should be devised as in schedule “A-8,” simply changing the
headings to meet the conditions.
A. Partners' Individual Accounts
In practice, it will be found in certain concerns that part
ners’ individual accounts will embrace practically every phase
of the partners’ personal activities. Such accounts, when recorded
as the first section of schedule “A-14” with the securities, priced
and extended, will produce the data required for the questionnaire.
For the balance-sheet, the amounts and securities applicable
to each account should be extended into the classified columns
provided on the schedule. The debit or credit balances that re
sult should be regarded as affecting the capital accounts of the
partners concerned and should be so applied in so far as each part
ner’s remaining capital is involved, but for the purpose of the
balance-sheet the net total balance of the partners’ individual ac
counts, presumably a credit, representing the difference between
all such ledger balances and the related securities, should be
shown as provided on exhibit “A.”
It is intended that schedule “A-14” shall consist of two
sections: the first to include the partners’ individual accounts and
the second, their capital accounts. It should be possible to indi
cate thereon each partner’s remaining capital. If desired, the
result of the profit-and-loss account may be applied thereto and
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when this has been prorated to partners there should be no neces
sity for indicating on the questionnaire or the balance-sheet the
amount of profit or loss.
B. Firm Investment and Trading Accounts
The balances usually carried under the captions “firm invest
ments” and “trading accounts” represent profits or losses on
closed transactions not transferred to the profit-and-loss account,
as well as amounts relative to open transactions. It can be as
sumed, although it is not so stated on the questionnaire, that the
balances to be reported should be those reflecting open trans
actions, profits or losses being included elsewhere.
The accounts applicable to this group may include the fol
lowing :
Error
Investments
Joint
Trading

Schedule “A-12,” devised like schedule “A-8,” using the
necessary captions, should be utilized for accounts of this nature.
Proper use of the columns on that schedule should produce the
data required for the questionnaire. But the preparation of the
financial statements, requires somewhat different treatment. In
addition to the profits and losses resulting from closed trans
actions, which should be adjusted as for the questionnaire, it is
necessary in the case of financial statements to adjust such profits
or losses as may result from the theoretical purchase or sale of
all securities carried for the firm’s account. Therefore, as the
profits and losses resulting from the theoretical liquidation affect
the profit-and-loss account (exhibit “B”), they should be reflected
accordingly on the balance-sheet.
If outside interests are affected by items carried in the in
vestment or joint accounts, it will be necessary to prorate the
results of the liquidation according to the conditions governing
such items; the share applicable to the firm under review being
applied to the profit-and-loss account (exhibit “B”), whereas the
share affecting the outside interests, either asset or liability, must
be shown properly on the balance-sheet (exhibit “A”). The
arrangement submitted provides for both classes of balance-sheet
items of this kind.
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C. Undertakings and Syndicate Participations
Underwritings and syndicate participations when stated on
schedule “A-13,” which is similar to “A-12,” may reflect the
profits or losses resulting from closed transactions, accounts
carrying money balances and securities, and payments or sub
scriptions applicable to certain transactions in which securities
are not involved, the results of such transactions not having
been definitely determined. Therefore, in preparing the ques
tionnaire the items reflecting actual profits or losses should be
applied to group VI, profit-and-loss accounts; the accounts carry
ing money balances and securities should be shown as required
by the questionnaire; the third section, involving payments made
for which securities have not been involved, should be shown
separately, otherwise the total amount of the third group would
be included with that of the second group and only such securities
as affect the second group would be shown against the total of
both groups. This would give the impression in certain instances
that the securities’ values are perhaps less than the ledger
accounts. The segregation suggested should fairly set forth the
facts and overcome the possibility of an incorrect impression.
The application to the financial statements of the three
groups of items should be as follows:
1. Profits or losses on closed transactions, not previously
transferred from the original accounts, should be included on the
profit-and-loss account, exhibit “B.”
2. Profits or losses, resulting from the theoretical purchase
or sale of securities at market values, should also be included on
the profit-and-loss account, exhibit “B.”
3. Accounts representing payments or subscriptions for
which securities have not been received or delivered, should be
included on the balance-sheet, exhibit “A,” as either assets or
liabilities under the general groups provided thereon for firm
accounts of the kind.

D. Capital Accounts
The second section of schedule “A-14” is intended to reflect
the ledger balances as well as the securities or other property
such as exchange seats contributed by partners as capital. The
questionnaire requires only the value of each item. The amounts
for the balance-sheet, however, should include the total book
amounts, plus the liquidated value of securities and other prop107
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erty contributed by the partners as capital. Reference should be
made to the second paragraph of the text under the caption
“partners’ individual accounts.”
Exchange Seats, etc.
The questionnaire provides that the book value of seats,
office furniture and other fixed assets shall be included separately
under the general heading “exchange seats, etc.” The same data
should also be employed for the balance-sheet. It may be ad
visable to add that the discussion of items of this nature under
the caption “partners’ capital,” related to the credits resulting
from contributions of the kind as capital, whereas the reference
under this caption is to debit or asset values. It is assumed that
at the time of grouping the items from the trial balance provi
sion was made to classify under one heading all the items ap
plicable to this group; consequently the working papers should
afford all the data necessary for preparation of the questionnaire
and the balance-sheet. Obviously, reserve for depreciation at
adequate rates should be considered for furniture, fixtures, etc.

VI. Profit-and-loss Accounts
The requirements of the questionnaire, as to profit-and-loss
accounts, are very simple. The question may be answered by
giving one net amount, specifying whether it is debit or credit.
Therefore, if at the time of extending the trial balance items all
recalled, however, that in discussing the application of certain
accounts of this nature were properly scheduled, it should be
possible to determine readily the required answer. It may be
items, such as investment, joint and trading accounts, it was
noted that accounts of the kind in all probability included profits
and losses resulting from completed transactions; consequently
amounts of the kind should be added to the items previously
scheduled from the trial balance, and the combined total should
be shown on the questionnaire, as well as on the balance-sheet.
In the latter instance, all profit-and-loss accounts should be in
cluded on exhibit “B.”
Reference should be made to the third paragraph under the
caption “partners’ individual accounts.”
VII. Other Accounts
The questionnaire requires the inclusion of all accounts and
securities, not included previously in any of the foregoing groups,
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under a heading “other accounts.” It is this point, noted in the
introduction, that restricts the present form of questionnaire to
the purposes of a stock-exchange business, as no provision is made
for the accounts of a diversified business. However, by segre
gating the debit from the credit accounts, it should not be a
difficult matter to prepare an answer suitable for the question
naire. In some houses, a rather large number of accounts must
be reported under this heading and problems are certain to present
themselves as to the method of handling details and whether
or not items involving, say foreign exchange, should also be
priced at market values. At any rate, reference to the items
shown on exhibit “A,” numbered as applicable to this group of
accounts, should serve to indicate the nature of the accounts that
will ordinarily be found in the average stockbroker’s records.
IX. Conclusion
The condensed statement of the profit-and-loss accounts,
exhibit “B,” submitted herewith, serves the purposes of the state
ments under consideration, but it is not satisfactory for an execu
tive who requires the facts concerning the recorded history of
his business affairs. Experience actually indicates a surprising
amount of indifference on the part of principals of stock
brokerage concerns, not only as to the manner of classifying
items affecting the nominal accounts, but also as to the grouping
of such items in periodical financial statements. Comparative
statements or simplified costs are not considered and are prac
tically unknown.
Exhibit “A”
BALANCE-SHEET
Prepared upon a liquidated basis; employing as concerns the securities
and options involved, closing market prices.
As of
192 .
QUESTIONNAIRE

Assets
1 Cash
Securities—equities in
2
Money borrowed—per schedule “A-l”..
2 Borrowed—per schedule “A-2”.................
2 Loaned—per schedule “A-3”.....................
2 Failed to deliver—per schedule “A-4”..
2 Failed to receive—per schedule “A-5”..
3 Box—per schedule “A-6”..........................
3 Transfer—per schedule “A-7”...................

group

Total equities ................................
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sub-totals

group

Accounts receivable
Stock department
4
Customers—per schedule “A-8”.
4
Customers—per schedule “A-10”

4
4

Wires—per schedule “A-8”........
Wires—per schedule “A-10”....

4
4

Grain department
Customers—per schedule “A-9”.
Customers—per schedule “A-11”

4
4

Wires—per schedule “A-9”........
Wires—per schedule “A-11”....

7
7
7

Brokers
Contracts—cotton, grain, etc...............
Contracts—when issued ........................
Commissions, give-ups, etc....................

7

Miscellaneous (enumerated) ..................

Total accounts receivable .............
Firm
5
Investment and joint accounts—per
schedule “A-12” ....................................
5
Underwritings and syndicate participa
tions—per schedule “A-13” ....

7
7
7
7
7
7
7

Total firm .....................................
General
Advances ...................................................
Dividends receivable ...............................
Drafts receivable ......................................
Interest accrued .......................................
Money loaned ...........................................
Notes receivable .......................................
Revenue stamps—federal and state .......

Total general ..................................
Invested
5
Furniture, fixtures and office equipment
(less depreciation) ...................
5
Seats (enumerated) ................................
Total invested ................................
Deferred
7
Sundries (enumerated) ...........................
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QUESTIONNAIRE

group

2

2
2
2

Liabilities
Securities—equities in
Borrowed—per schedule “A-2” ...............
Loaned—per schedule “A-3” ...................
Failed to deliver—per schedule “A-4”...
Failed to receive—per schedule “A-5”...

Total equities ................................
Accounts payable
Stock department
4
Customers—per schedule “A- 8”
4
Customers—per schedule “A-10”
4
4

Wires—per schedule “A- 8” ..
Wires—per schedule “A-10” ..

4
4

Grain department
Customers—per schedule “A- 9”
Customers—per schedule “A-11”

4
4

Wires—per schedule “A- 9”
Wires—per schedule “A-11”

..
..

7
7
7

Brokers
Contracts—cotton, grain, etc.................
Contracts—when issued ........................
Commissions, give-ups, etc....................

7

Miscellaneous (enumerated) ..................
Total accounts payable ................

Firm
Investment and joint accounts — per
schedule “A-12” ................ .
5
Underwritings and syndicate participa
tions—per schedule “A-13” ....

5

Total firm .......................................
General
7
Dividends payable ....................................
7
Interest accrued .......................................
7
Notes payable ...........................................

7

5
5
6

Total general ..................................
Deferred
Sundries (enumerated) ...........................
Partners
Individual—per schedule “A-14” ............
Capital—per schedule “A-14” .................
Total partners ...............................
Profit-and-loss—per exhibit “B” ................
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Exhibit “B”

PROFIT-AND-LOSS ACCOUNT
Period of
months ended
192
Stock Department
Grain Department
totals

CUSTOMERS

Earnings
Commissions
Interest
Expenses
Direct overhead
Indirect overhead

Net earnings
Other income
Firm investments
and trading
Error
Investments
Joint
Participations—
Syndicates, etc.
Trading
Sundries
(enumerated)
Total income
Deductions from
income
Sundries
(enumerated)
Net income
per exhibit
“A”
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CUSTOMERS

WIRES

Dates
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Dates

Share or
amounts

Over $5.00

Under $5.00

--------------------------- ---------------------

Market value
Unit
Total

—

=
—

-----------

-----------

Under $5.00

Not listed on
N. Y. stock exchange

==

Equities
Debit
Credit

.

Debit equities

Over $5.00

Market values
Unit
Total

-------

Market values
Unit
Total

Listed on
N. Y. stock exchange

Shares or
Securities
amounts Names or symbols

SECURITIES —EQUITIES IN BOX

-------------

=====

Ledger amounts
Details Totals

Total market value—per exhibit “A ” ...

Names or
symbols

Schedule “A-6"

Shares or
Securities
amounts Names or symbols

SECURITIES —EQUITIES IN STOCKS BORROWED

Total balances per ledger..............
Total market values of securities..
Total equities per exhibit “A ” .......

From

Schedule “A-2”

-------------

Ledger amounts
Details Totals

SECURITIES —EQUITIES IN MONEY BORROWED

Total credit balances per ledger. ..
Total market values of securities..
Total debit equities-per exhibit “A ”

From

Schedule “A-1”
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Wires’ debit
balances ................
Market values se
curities ..................
Accounts payable
per exhibit “A ” ...
Accounts receiv
able per exhibit
“A ” .................

Total

WIRES

Ledger balances

==
..........

..........

..........

--------

..........

= =

..........

-

..........

Partly
UnAm ounts Secured secured secured

=====

Market values se
curities ..................
Accounts payable
per exhibit “A ” ...
Accounts receiv
able per exhibit
“A ” .................

.............

Total customers’ debit

balances

STOCK DEPARTMENT

CUSTOMERS AND WIRES— DEBIT BALANCES

...................................................

CUSTOMERS

Names

Schedule “A-8”

Long

Names
or
Short symbols

—

-

-

—

=====

—

Total
Classified
market values
Partly
Long
Short Secured secured

Securities
Unit
market
values
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Determining Piano Costs
By Herbert B. Hawkins
In any system for determining costs, provision must be made
at the outset for some method of expense classification and distri
bution along the most plainly apparent, departmental lines and
then for further sub-dividing these departmental costs into sub
departments, specific functions or units of production. In con
formity with this readily accepted principle, it might be well to
state that in a factory manufacturing and assembling a piano in
its entirety, the most apparent, departmental lines might
be classified as follows:

Lumber-yard department
Mill department
Press-veneer department
Case-process department
Varnish department
Belly department
Assembly department.

Pianos are usually manufactured in styles known as upright
and grand; also so-called player pianos are manufactured in both
styles. The cost problems in connection with each style
of piano differ very little except in the manufacture of a player
piano, and then only when the player action is made by the
same organization that manufactures the piano itself. For the
purpose of this article, therefore, the upright piano, which is the
more common style, will be used as an illustration, the other styles
being treated in about the same way, except in the matter of
overhead which might call for slightly different treatment. It
will also be assumed in this instance, that the piano is manufac
tured and completely assembled by the same organization.

Lumber-yard Department

The records for the lumber-yard department should be set
up with a view of determining not only the initial cost of the
lumber purchased but also the number of units or board-feet pur
chased. In addition to the initial cost of the lumber there are
other items such as freight, handling costs, dry-kiln costs, etc.,
which should be recorded, the total representing the basis for
ascertaining the cost of lumber delivered to the mill.
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Mill Department—1st Section
When the raw lumber is delivered to the mill the usual opera
tions of cross cutting, ripping and jointing, glueing, and plan
ing are completed, the result of which is to produce what is
known as mill-planed lumber. The cost of this mill-planed
lumber is obtained in the aggregate and per board-foot from
labor and production tickets. This and direct expense charges
plus items of overhead to which is added the cost of the raw
lumber delivered by the lumber-yard department are all posted
to a mill-planed-lumber ledger account.
It is at this point that the operations of the mill department
are partly interrupted in order that those parts which are to be
press-veneered may have the veneer applied to the mill-planed
lumber, rather than to the smaller parts into which it subsequently
will be made.
Press-veneer Department
The mill-planed lumber is received by and charged to the
press-veneer department in order that the veneer may be more
efficiently applied at this point. It might be well to state that all
the veneering which is applied to a case is not machine pressed,
a very small portion being applied by hand to miscellaneous parts.
The cost of this will be considered in the case-process department.
In order to determine the cost of press-veneered mill-planed
lumber there must be charged all raw veneer used within a period,
determined from requisitions issued on stores by the press-veneer
department, after allowing at the end of a period for all unused
raw veneer in the press-veneer department herein, and also after
allowing for the raw veneer that is used in the hand veneering
of miscellaneous parts by the case-process department. The cost
of raw veneer to be charged respectively to the press-veneer de
partment herein and to the case-process department hereafter
is definitely ascertained by apportioning the cost of all raw
veneer used by both departments, in proportion to the number of
square inches of veneered lumber prepared by each department.
To the cost of the veneer used in press veneering mill-planed
lumber there will be added the labor and other expenses ascer
tained from labor and production tickets and when properly rec
orded will disclose in the aggregate and per board-foot the
total cost of mill-planed press-veneered lumber that is now ready
to be re-transferred to the mill department for other operations.
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Mill Department—2nd Section

It was pointed out in outlining the first section pertaining
to the operation of the mill department that part of the millplaned lumber was press veneered. This press-veneered lumber
is now recharged to the mill department at the actual cost of the
lumber including the veneer and we have on hand at this point
mill-planed lumber not veneered and mill-planed lumber veneered,
the cost of which has been definitely ascertained per board-foot.
The mill-planed lumber veneered and the mill-planed lumber not
veneered is now cut to size into various miscellaneous parts
which include mouldings, legs, key blocks, panels, arms, rails,
frames, etc., etc. The cost of these are ascertained by charging, to
ledger accounts (constructed so as to be comparable in name with
every particular part manufactured) the cost of the number of
board-feet used in the production of each part and the labor and
other expenses. All these expenses are ascertained from labor
and production tickets. By far the greater number of miscel
laneous parts made by the mill are transferred to case stores, to
be subsequently requisitioned by the case-process department for
assembling into major units of a case. There are, however, a few
parts that are manufactured for, and charged directly to other
departments.
At this point we have completed the operations of the
mill and determined the cost of all parts made, and have
charged them either to the case-stores account, or to other
departments.
Case-process Department

The various parts of a case both veneered and unveneered
have now been manufactured, the cost ascertained and charged
to case-stock stores. These parts can be requisitioned from
stores by the case-process department to be made into the
major units of a case as described on the case-process card.
(Illustration No. 1, page 118.)
These major units are usually put through the factory si
multaneously in lots of six, eight or ten as may be desired;
each lot when completed should equal a similar number of fin
ished piano cases distinguished during their manufacture and for
sometime after by a specific lot-number. The cost of each
case process or the making of a major unit is determined by
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CASE PROCESS
STYLE

LOT NO.

Operations

FINISH

Progress

Total Costs

Sides
Tops

T. and B. frames
Shelves

Key blocks
Slips (Key)

Name boards
Bottom boards

Pilesters

Key bottoms
B. F. falls

Legs
Back key slips

Total

Date to varnish dept.

charging, to a ledger account comparable in name to each
particular case process or major unit, the cost of as many
smaller veneered and unveneered parts as may be requisi
tioned and are needed for a given number of processes or
major units. To this cost there should be added the labor,
overhead, and other expenses ascertained from the labor and
production tickets, etc. The other expenses should include, at
this point, the cost of veneer that is applied by hand to those
miscellaneous parts previously referred to under veneer de
partment. Each case-process ledger account should serve as a
control for the total number of units in process and at the
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end of a period after making inventory adjustments for un
completed units, the resulting balance in the case-process
ledger account will represent the cost of all case processes or
major units completed during the period. This balance should
be closed out and distributed pro-rata to those cards showing
by production tickets that the process on any lot has been
actually completed. These cards will furnish an index with
respect to the cost of a lot up to any point of completion, and
will also show the progress that a lot is making in the factory.
Varnish Department
When the major units of the case have been put to
gether and the case process completed they are ready to be
sent to the varnish department, and it is at this point that
some manufacturers who purchase completed cases from
piano-case manufacturers actually begin manufacturing their
piano. The transfer of cases from the case-process depart
ment to the varnish department should be made in such a way
as to retain the identity of each particular lot of cases and at
the cost as shown by the case-process card. The cost of
varnishing is determined by charging to the respective varnish
process ledger accounts all the labor, materials, etc., used in
each process. The accounts should be comparable with the
processes shown on the varnish-process card. (Illustration
No. 2, page 120.)
After summarizing these costs in ledger accounts, the same
method with respect to distributing the cost of each process
to the particular units in each lot is carried out, as in the costs
for the various processes in the case-process department, that
is, by distributing the cost of each varnish process pro-rata
to every lot of cases where the process is completed within
the period. After each lot of cases is completely varnished
they are put in stock at the actual cost to this point by charg
ing varnish-case stock account and crediting the varnish de
partment. These cards serve the same purposes as the cards
of the case-process department above and afford the manu
facturer a further guide as to the costs and progress of each
lot.
Belly Department
Before attempting to arrive at the cost of assembling
the piano there is another department to be considered. This
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VARNISH PROCESS
STYLE

LOT NO.

Operations

FINISH

Progress

Total Costs

Date from case dept.

Stained and filled
Color coat
1

2
3
4

Rubbed hand
"

machinery

Flowed

Varnishing inside

Total

Date to stock

is the belly department, which manufactures the belly of the
piano. This process may be treated either as a separate de
partment or as a part of the process of assembling the piano.
Assuming the manufacture of the belly to be a separate de
partment, the labor, material and other costs should be ac
cumulated in a ledger account, and at the end of a period,
after inventory adjustments, these resulting balances would
be distributed pro-rata on the basis of the actual number of
bellies completed. The department provides the usual pro
duction records.
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Assembly Department
When a requisition is issued from the assembly depart
ment for those major units that compose a lot of varnished
cases it is issued for the exact number of parts (sides, tops,
bottoms, etc.), that will be necessary to make a complete case
for each lot of finished bellies received from the belly depart
ment. A serial number has been stamped on the belly and
when put with a piano case the combination is identified by
the belly-number instead of by the lot-number. The costs are
reduced to units of a single piano instead of to lots of six,
eight or ten, as per the assembly department process card.
(Illustration No. 3, page 122.)
The costs of the assembly department for the respective
piano assembly processes are determined by charging to a
piano-ledger assembly account (constructed so as to be com
parable in name with each assembly operation) all labor, ma
terials, overhead, etc. After summarizing these costs in the
respective ledger accounts the same method with respect to
distributing the cost of each assembly process to every piano
is carried out as in the case-process and varnish departments,
except in this instance the distribution will be made per piano
instead of per lot where a particular assembly process has
been completed within the period. The completion of a par
ticular assembly process on any piano is determined by pro
duction tickets posted direct to the piano assembly card just
as the progress of a process was determined on the case
process and varnish department cards. It should be noted
that the assembly card provides for a complete record with
respect to the final disposition of each piano manufactured,
including the distribution of shipping costs, administrative
costs, selling costs, selling price, the resulting profit or loss,
and the details of how, where, and to whom the piano is
shipped. This is a most important record having in mind,
both the life of the article sold, and in many cases, the un
usually long period over which payment is often received.
These details necessitate the usual entries that would be re
quired on any set of books and can be made on the factory
ledger or on the general ledger, after the finished pianos ac
count has been closed out and charged to the general ledger
account on the factory ledger books, and the usual reverse
entries set up on the general ledger books.
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ASSEMBLY PROCESS
STYLE

SERIAL NO.

Operations

Progress

Cost of case (lot no.)

Cost of belly

Stringing
Chipping
Side glueing

Action finishing
1st tune

Regulating

2nd tune

Fly finishing
Mandoline Att’chm’t

Polishing

Tone and regulating
Oiling off
Setting up

3rd tune

Total
Shipping costs

Administrative costs
Selling costs

Total Costs

Selling price

Profit-and-loss

Shipped to

Order No.

Date
Via
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It might seem desirable to construct a system that would
provide for the distribution of labor, material and overhead
charges consumed in each assembly process for each piano,
but because a great many of these processes are paid for on a
piece-work basis and the materials used are exactly the same
for each piano, it is more practical, as outlined, to set up an
account in the factory ledger representing the particular pro
cess performed in assembling the pianos, and to charge there
in all labor, materials and overhead costs consumed in per
forming it, thereafter, spreading equally these costs to each
piano having a process completed during the particular period.
Little has been said with respect to the problem of dis
tributing overhead but, having divided the industry into vari
ous departments and having further sub-divided each depart
ment into particular units of production, the principle to be
followed should be to reduce the amount of overhead to as
small an amount as possible, that is to say, every element of cost
should be a direct charge to a particular department or to a par
ticular unit of production or process whenever possible. With re
spect to the elements of rent, light, and heat, particularly where
the latter elements are manufactured on the premises, as well
as other similar items that represent pure overhead, the prob
lem, of course, should be given consideration.
It can readily be seen that in a business of this kind
specially planned accounts are necessary to meet its peculiarities,
but the principles to be followed are not different from those
which would be followed in any other cost problem. The solu
tion of cost finding in any case must be carefully planned and
constructed so that it will be particularly adapted to the needs
of the industry itself, and in this respect piano making is similar
to every other. While some of those engaged in it may be
laboring under the misapprehension that its problem of costs is
unique it is nevertheless an industry that lends itself readily to
good accounting.
In conclusion it may be said that any industry which re
quires a great amount of capital because of the time involved
in producing a finished article and also because of frequent de
lay in receipt of full payment will undoubtedly benefit by keep
ing trustworthy cost records, which will be less expensive than
the neglect of them would be.
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EDITORIAL
Silver Anniversaries
Accountants in America are entering upon a series of silver
anniversaries. In April last the New York State Society of
Certified Public Accountants celebrated its twenty-fifth year’s end.
The Pennsylvania Institute of Certified Public Accountants fol
lowed in December, and on January 12th in Newark the Society
of Certified Public Accountants of the State of New Jersey held
its celebration of the attainment of twenty-five years of existence.
Other societies will follow within the next two or three years.
The growth of accountancy from 1897 to 1905 was extremely
rapid in point of legislation and the birth of new societies. The
total memberships did not begin their principal increases until
later, but the foundations were laid largely in the period from
twenty-five years ago to the re-organization of the American
Association of Public Accountants in 1905.
Naturally, at all the banquets and meetings of commemora
tion which have been held there has been much review of the past
and an abundance of prediction for the future. The obvious
things have been said time and again. They are hackneyed and
trite to the accountant, but to the general public there is an inter
est attaching which may justify further emphasis. It is some
thing to know that the national growth of accountancy began with
the formation of the American Association of Public Account
ants in 1887, was comparatively unimportant until 1897, and that
the tremendous progress which has been made in this newest of
the learned professions has practically all occurred within a quar
ter of a century.
Without being unduly vainglorious, the American account
ant can safely challenge any other profession to equal the ratio
of progress from the accountancy of 1897 to the accountancy
of 1923.
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Growth of Professional Ideals
In another note appearing in this issue of The Journal of
Accountancy we have referred to the twenty-five years of prog
ress being celebrated by state societies in various parts of the
country, and this brings us to a consideration of the growth of
the professional idea and ideals. In all professions—with the ex
ception of the church, in which idealism has always prevailed—
the last quarter-century has witnessed a remarkable development
of the professional spirit.
For example, in the field of medicine we have come to a time
when the quack has little opportunity and is becoming almost
a rarity. The day when one could go to some obscure institu
tion and purchase a degree as doctor of medicine has almost
passed. Such degrees may be purchasable, but when purchased
their value is naught. Yet most of us can remember when it was
no unusual thing to hear of absolutely unqualified practitioners
of medicine. The effects of their malpractice were generally to
be found.
And in law, although it is customary for the average lay
man to speak sneeringly of the integrity of the bar, there has
been so vast an advance in professional standards that it may not
be out of reason to expect an early coming of the day when the
shyster will be a thing of the past. At meetings of the national
conference of bar associations held last year, there was practically
unanimous adoption of recommendations calling for higher edu
cational preliminaries to practice, and the whole tone of the meet
ings was an echo of a general desire for higher and higher
standards.
In engineering, in architecture, the same desire for better
things prevails. Therefore, it is not astonishing to find the
growth of idealism spreading throughout the profession of ac
countancy.
As a concrete instance of the professional idea, let us re
member that there was a time within the memory of living man
when there was hardly a professional practitioner who had suf
ficient vision and breadth of mind to impart freely to his confreres
the knowledge, the science, to which he had attained. It was a
common thing for the practitioner of any and every profession
(again excepting the church) to think solely in the singular num
ber. Today we find men in all walks of life, professional, com125

The Journal of Accountancy

mercial and financial, readily sharing their discoveries and the
fruits of their accomplishments with others.
Let the accountant who sometimes despairs in the face of
what he considers the slow and halting progress of his profession
pause to consider and compare accountancy of today with the
accountancy of the latter part of the nineteenth century.
We frequently receive letters expressing regret that the
standards set up by the American Institute of Accountants are
not more rigidly observed, and that there still lingers some of the
old spirit of jealousy and selfishness. Such letters are usually in
spired by some particular piece of unworthy practice and the
impulse behind them can be understood. But they remind us a
good deal of the complaint which one hears occasionally that
the world has not progressed since Runnymede. As someone
said not long ago, the great and essential difference between
humanity in the thirteenth century and in the twentieth century is
that in the latter the people want and intend to improve, where
as in the earlier they had no hope of improvement. Similarly
it is an indication of the great progress before us that professional
men today have set up ideals and are striving to reach them,
whereas in the beginning of all professions such ideals were
almost unknown.
Specifically the very fact that the American Institute of Ac
countants has adopted standards which all admit are at least as
high as those of any other profession—some say higher than in
any other profession—indicates quite conclusively the progress
of the recent past and the earnest for the immediate future.

Knowingly Soliciting
One of the rules of professional conduct which have been
adopted by the American Institute of Accountants is the follow
ing:
“(8) No member shall directly or indirectly solicit the
clients or encroach upon the business of another member,
but it is the right of any member to give proper service and
advice to those asking such service or advice.”
Recent correspondence has referred quite frequently to al
leged breaches of this rule, and the suggestion has been made
that it would be far easier to interpret if it were absolute. It is
suggested by these correspondents that the rule should read,
126

Editorial

“No member shall solicit accounting work,” or words to that
effect.
Frankly we cannot see any great difficulty in interpreting
the rule as it stands. To say that there shall be no solicitation
would obviously be futile. If Accountant X played golf—and
Accountant X usually does play golf—with Business Man Y,
it would be an extremely fine line which would divide his con
versation on professional matters between solicitation and non
solicitation if Y were not already the client of X. Or if Banker
Z should mention accounting to our friend X, at what point in the
conversation would the remarks of X be construed as solicitation ?
We believe that the rule is safe as it stands, but if sugges
tion were to be made for a change, it would be the insertion of
the word “knowingly” in place of “directly or indirectly.” If
the accountant comes into discussion with the man of business or
finance or industry upon accounting matters it is a very easy
thing for him to determine whether or not any other accountant
has been professionally engaged in the past. If in the face of
knowledge of the engagement of another accountant he sug
gests the diversion of practice to his own office, he is guilty of
a most reprehensible and unethical act, for which the Institute,
upon proof, would doubtless inflict severe discipline.
It has been said repeatedly that ethics is a state of mind.
If so—and we insist that it is so—the inclusion of the word
“knowingly” would strengthen the rule in question and make
its enforcement quite simple.

Index
In 1914 The Journal of Accountancy published an index
of its first sixteen volumes. Since that time there has been no
general index, and the lack of such a work of reference has been
brought frequently to the attention of the magazine’s publishers.
Last fall the publishing company was requested by the Institute
to prepare an index of volumes from xvii to xxxiv inclusive.
This is now in the printer’s hands and is promised for de
livery in February. We draw attention to its forthcoming publi
cation for the information of our readers. Details in regard to
the form, price, etc., are given in our advertising pages.
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Judge Cooper of the United States district court, northern district of
New York, handed down a decision in the case of Harder vs Irwin, Col
lector of Internal Revenue, that is worthy of considerable attention. This
decision is embodied in treasury decision No. 3420 and is interesting
not so much because of the character of the question at issue as be
cause of the judge’s reasoning with respect to the time when gains and
profits of a corporation are accumulated.
The question at issue was whether dividends paid in 1917 were
paid out of gains and profits accumulated in prior years or whether
some portions of the said dividends were paid out of gains and profits
of 1917. It will be seen that the question arose under the provisions
of the revenue act of 1916. The section of this law applicable reads, in
part, as follows:
“Any distribution made * * * in the year 1917 * * * shall
be deemed to have been made from the most recently accumulated
undivided profits or surplus and shall constitute a part of the an
nual income of the distributee for the year in which received and
shall be taxed to the distributee at the rates prescribed by law
for the years in which such profits or surplus were accumulated by
the corporation.”
We do not agree with the judge in his opinion that the words “ac
cumulated undivided profits or surplus” can be interpreted as including
gains and profits that are in process of being made and can only be
known at a time when all the facts appertaining to them can be col
lected.
Accounting and bookkeeping methods with respect to the annual
determination of accumulated profits and losses are of so ancient a
character as to take rank with other common-law practices, as dis
tinguished from statutory law, and when congress deals with matters
appertaining to such commonly accepted practices it would seem rea
sonable to assume that it meant to restrict the limitations of the lan
guage employed to conform to what is generally accepted under such
practices.
It may not have occurred to the judge that a corporation’s current
business consists of a multiplicity of transactions, some of which re
sult in a profit and upon some of which a loss is sustained, and that it
is common practice to set aside a certain date each year to determine
the result of the aggregate of transactions to that date. There are com
paratively few corporations so well managed that their best informed
officers could estimate accurately the profits that have accrued (not
accumulated) to any particular date during the year unless the officers
went through the necessary routine that occurs at a closing period.
We believe the best-managed concerns would hesitate a long time be
fore they would declare a dividend out of earnings of a current (un-
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closed) year when there had been accumulated surplus or undivided
profits at the beginning of such year upon which to draw.
Profits are of a more or less evanescent character unless they result
from a cash transaction where the element of time taken in the comple
tion of the transaction is short. Generally speaking, profits need the
seasoning effect of time to become definitely assured. For example, we
draw attention to those corporations which because of supposed profits
in 1917 declared dividends during that year without taking into account
the excess-profits taxes that would have to be paid therefrom and found
themselves in the embarrassing position of having paid a portion of the
dividend out of capital.
We contend that the language “accumulated surplus and undivided
profits” naturally takes the meaning given to it by bookkeepers and
accountants, an interpretation which has the force and authority of a
business custom which because of the universality of its acceptance is
common law. We contend that the words surplus and undivided profits
are widely accepted as meaning an accumulation to a certain date of
gains and profits, as distinguished from profits and gains that are in
the making.
The judge in this case gave considerable attention to the proper
interpretation of the word “deemed” contained in the section of the
law quoted above. We believe he should have also concerned himself
with the interpretation of the word “accumulate.”
Webster’s International Dictionary defines this word, partly, as
follows:
“To heap up in a mass, to pile up, to collect or bring together.”
One could hardly be said to have accumulated anything during the
time when that which he is intending to accumulate is scattered, and
he knows not that he will eventually have any accumulation. A profit
or loss accrues until it can be ascertained to be such. It is customary
to endeavor to ascertain profits or losses once a year and from this
custom grew the practice of setting aside that which is accumulated
to that date and to record it in books of account as “surplus or undi
vided profits.”
It may be true, as the judge asserts, that congress intended to tax
dividends as if paid out of gains accruing in the year in which the divi
dends were paid. If it did so intend it was extremely unfortunate in
its selection of language to make its intention known.
Those who remember the language of the income-tax law of 1909
will not be surprised if congress does employ language the generallyaccepted meaning of which only remotely expresses its real intention.
We do not wonder, therefore, that a learned court spends so much
time in trying to determine the intention of congress, when adjudicating
a particular case, and perhaps we should not wonder if a court holds
that congress intends to imply a meaning of language quite contrary
to that generally accepted.
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TREASURY RULINGS
(T. D. 3420—December 28, 1922)
Income tax—Revenue act 1916, as amended—Decision of court.
1. Statutory Presumption—The Word "Deemed" Conclusive.
The word “deemed” as used in section 31 (b) of the revenue act
of 1916, as amended by the act of October 3, 1917, providing that any
distribution of dividends made during the year 1917, or any subse
quent year, “shall be deemed to have been made from the most re
cently accumulated undivided profits or surplus,” creates a conclusive
presumption.
2. Dividends—“Undivided Profits or Surplus”—“Most Recently Accu
mulated”—Construction.
The words “most recently accumulated undivided profits or sur
plus,” as used in section 31 (b) of the revenue act of 1916, as amended
by the act of October 3, 1917, are broad enough to include corporate
profits earned during the current year in which the dividends are
declared, whether the books of the corporation have been balanced
or closed at any time during the year and such earnings actually set
aside as “undivided profits” or “surplus.”
3. Same—Presumption as to Earnings from which Paid.
Dividends paid by corporations in 1917 (except as to distributions
made prior to August 6 from profits accrued prior to March 1, 1913),
are conclusively presumed for the purpose of determining the rates
at which taxable to stockholders, to have been paid from the most
recently accumulated profits, including profits for 1917 regardless of
resolutions by the board of directors allocating such distributions to
profits earned in earlier years.
The appended decision of the United States district court for the
northern district of New York in the case of Fanny E. Harder v. Roscoe
Irwin, collector, is published for the information of internal revenue
officers and others concerned.
United States District Court, Northern District of New York.
Fanny E. Harder, plaintiff, v. Roscoe Irwin, collector of internal revenue
for the fourteenth district of New York, defendant.
Gilbert & Gilbert (A. S. Gilbert of counsel), attorneys for plaintiff.
Hiram C. Todd, United States attorney (Earl H. Gallup, assistant
United States attorney), for defendant.
Carl A. Mapes, Solicitor of Internal Revenue (Chester A. Gwinn,
attorney, treasury department), of counsel for defendant.
Cooper, Judge: This is an action brought by plaintiff to recover the
sum of $29,958.88 income tax for the year 1917, which she alleges was
illegally exacted from her by the defendant as internal-revenue collector.
The facts are substantially undisputed and are as follows: In 1917
and for some years prior thereto the High Rock Knitting Co. (hereinafter
referred to as the company or corporation) was a manufacturing concern
having its principal office and place of business at Philmont, N. Y. The
plaintiff was a stockholder, owning 1,200 shares of a total of 3,500 shares
of common stock of the corporation of the par value of $100 each. The
principal source of plaintiff’s income was from this stock.
On December 12, 1917, the board of directors of said corporation
adopted the following resolution:
Motions were then passed to declare and pay on December 15th to
common stockholders of record of that date the following dividends:
20% from cash surplus accumulated during 1916; 60% from cash surplus
accumulated during 1915; 120% from cash surplus accumulated prior to
December 31, 1913.
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On December 20, 1917, the corporation, pursuant to said resolution,
distributed in dividends the sum of $700,000, of which the plaintiff re
ceived $240,000; and in her income-tax return for the year 1917 plaintiff
reported the amount received by her from the High Rock Knitting Co.
and allocated 20 per cent thereof as taxable under the 1916 rates, 60 per
cent as taxable under the 1915 rates, and 120 per cent thereof as nontaxable, because declared by the resolution as payable out of profits ac
crued before March 1, 1913.
When the books for the year 1917 were audited by Price, Waterhouse
& Co., some time after the close of the calendar year, it was shown that
the profits of the company for the year 1917 were $424,958.53 after allow
ing $250,000 for corporate income tax for that year.
The internal revenue department, on auditing plaintiff’s return for
the year 1917, made the claim that the first $400,000 of the $700,000 dis
tributed by the company must be taken out of the earnings for the year
1917 and taxable to the stockholders at the rate in force at that year. The
department, therefore, imposed an additional assessment on the plaintiff in
the sum of $30,611.12, which she paid under protest. The plaintiff, upon a
reaudit of her account, conceded that all of the 1916 surplus had to be
exhausted before resorting to the accumulation prior to March 1, 1913,
and so claims only the sum of $29,958.88 as having been erroneously
assessed.
The case turns upon the construction to be given section 31 (b) of
the revenue act of 1916 as amended by the act of October 3, 1917 (40
Stat. 300).
The language of the section, so far as applicable to this case, is as
follows:
Any distribution made * * * in the year 1917 * * * shall be deemed to
have been made from the most recently accumulated undivided profits or
surplus, and shall constitute a part of the annual income of the distributee
for the year in which received and shall be taxed to the distributee at
the rates prescribed by law for the years in which such profits or surplus
were accumulated by the corporation.
Two questions are presented: (1) Whether the word “deemed” in sec
tion 31 (b) means a conclusive presumption or merely a rebuttable pre
sumption; (2) assuming that the word “deemed” is to be construed as an
absolute requirement or conclusive presumption, must corporate profits
earned in the year 1917 be included in the corporation’s “most recently
accumulated undivided profits or surplus” within the meaning of section
31 (b)?
To ascertain the intention of congress, it is necessary to refer briefly
to each income tax act since the adoption of the sixteenth amendment
with reference to its application to the distribution of the earnings of cor
porations to the shareholders thereof. Acts relating to income tax were
passed in 1913, 1916, and 1917.
Under the income-tax act of 1913, retroactive to March 1, 1913, divi
dends distributed during the taxable period of 1913 and the years of 1914,
1915 were taxable to the recipients under the “surtax” provision at the
rates current during those years, whether the profits out of which such
dividends were declared were accumulated before or after March 1, 1913.—
Lynch v. Hornby (247 U. S. 339) ; Southern Pacific v. Lowe (247 U. S.
330).
The 1916 act, however, permitted the declaration of dividends tax free
out of surplus created prior to March 1, 1913, even though profits earned
subsequent to March 1, 1913, remained undistributed; leaving dividends
declared from profits earned since March 1, 1913, taxable at the rate in
existence at the time such dividends were received by the stockholders,
as in the act of 1913.
Under the amendments of 1917, passed October 3, 1917, profits accu
mulated prior to March 1, 1913, might still be distributed tax free, “after
the distribution of earnings and profits accumulated since March 1, 1913,
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has been made,” and dividends paid from earnings accumulated since
March 1, 1913, were made taxable at the rates in effect during the years
when the profits out of which the dividends were made were accumulated,
instead of at the rates of the year in which they were distributed with a
new provision added that any distribution made during the, year 1917 or
any subsequent year “shall be deemed to have been made from the most
recently accumulated undivided profits or surplus.”
The act of October 3, 1917, was passed almost six months after the
United States had entered the world war, and was entitled “An act to
provide revenue to defray war expenses and for other purposes.”
Taxes and surtaxes were increased generally by this statute and it is
evident that the object of the statute was to raise large revenues needed
in emergency to successfully carry on the war.
The word “deemed,” as used in the amendment of 1917, is a transitive
verb defined in Webster’s new unabridged dictionary as “to set in judg
ment over or upon; to judge; also to pronounce judgment upon; to decide
—to regard.”
The word “deemed” has been judicially defined.
In Leonard v. Grant (5 Fed. 11, 16) it is stated that—
“deemed” is the equivalent of “considered” or “adjudged,” and, therefore,
whatever an act requires to be “deemed” or “taken” as true of any person
or thing, must, in law, be considered as having been duly adjudged or
established concerning such person or thing, and have full force and effect
accordingly.
In U. S. v. Doherty (27 Fed. 730, 734) it was thus defined:
“deemed” means “judge,” “determine,” or “consider.” The primary mean
ing of the word is to form a judgment; to conclude on consideration.
There are several other judicial expressions of the word “deemed,”
among them being in Walton v. Gavin (16 Q. B. 48, 81), where it was
stated that where a person was “deemed to be a soldier it must be under
stood to mean that he was thereafter to be taken in that capacity.
Also, in Cardinel v. Smith (5 Fed. Cas., 45, 47) the statute provided
that dealers in canned goods under certain circumstances shall be deemed
to be manufacturers and the court stated that they were to be held liable
as manufacturers, notwithstanding that they were not such in fact.
Other cases to the same effect are Lawrence & Co. v. Seyburn (202
Fed. 913), Michael v. Nann (101 Fed. 423, 424).
It is evident from the general scheme of the statute that it was the
intention of congress in the amendment of 1917 to require not only dis
tribution of the earnings and profits accruing since March 1, 1913, which
distribution is subject to tax, before there could be a tax free distribu
tion of earnings and profits accruing prior to that date, but also a distribu
tion of the most recent and most highly taxable profits or earnings before
resort could be had to the earlier profits even though earned since March
1, 1913, and therefore also taxable, but at a less rate. Section 31 (b)
of the 1917 amendment was enacted to express such purpose.
To permit the distributing corporation or the taxpayer to determine
out of what profits the dividends are distributed is out of harmony with
both the language of the section and the intent of the act.
The same section further provides that “this subdivision shall not
apply to any distribution made prior to August 6, 1917, out of earnings or
profits accrued to March 1, 1913.”
If the provision of section 31 (b) merely created a rebuttable pre
sumption enabling the corporation to elect out of what years accumulated
distributions are made, then there would have been no need for inserting
the provision exempting distributions made before to August 6, 1917, out
of earnings or profits accrued prior to March 1, 1913.
The corporation may not, therefore, by its act declare that its dis
tribution of dividends at any time after the act of October, 1917, is out
of profits accumulated in earlier years if there are profits of later years
untouched. To do so is void because in conflict with the statute. The
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statute means that regardless of the form of the declaration, it is con
clusively presumed that the distribution is out of the most recently accu
mulated undivided profits or surplus.
The second and more important question to be decided with refer
ence to dividends declared and paid in 1917, is, Must corporate profits
earned in the year 1917 be included in the corporation’s “most recently
accumulated undivided profits or surplus” within the meaning of the
statute?
Do these terms mean and include the current earnings of the calendar
or corporate fiscal year in which the distribution is made, or do they
mean only those accumulated prior to such calendar or fiscal year?
The plaintiff has shown that its books are fully audited and inventory
taken and profit and loss statement made up only once a year and at the
close of the calendar year.
The plaintiff has cited the works of accountants and others, upon au
thority of which counsel contends that the words of the statute can not
apply to and include the current earnings or profits down to the date of
the distribution because to do so is contrary to the practice of accounting
and bookkeeping and because actual profits can not be definitely known
without audit and inventory and appraisal, which is customarily done
once a year, and directors can not be presumed to have voted or intended
to vote to declare dividends payable out of earnings up to the minute, for
at best they can but guess before an audit and inventory, and a wrong
guess subjects them to personal liability. Counsel for plaintiff insists
congress must be deemed to have known the principles and practice of
corporate accounting, and that congress must be presumed to have framed
its act of 1917 in the light of such knowledge.
There is undoubtedly much force to that contention.
But congress must also be presumed to know that few corporations
pay dividends annually only; that the great majority of dividend-paying
corporations declare dividends quarterly or semiannually and pay them
out of earnings or profits very recently earned, whatever be the form of
bookkeeping entry; sometimes, when none are earned, resorting to the
surplus of previous years.
Congress also knew that the war upon which the nation had just
embarked might, and probably would, be a great disturbance to some
kinds of business. To some corporations or persons manufacturing things
needed for the prosecution of the war, great profits would accrue. The
business of others might be greatly injured, if not destroyed, by the re
strictions upon transportation, use of material, labor supply, and perhaps
in other ways. Such latter corporations might have considerable losses
instead of profits and would have to draw on the surplus and undivided
profits of more prosperous times to pay any dividends at all.
To have declared by statute that any dividends declared after the act
of 1917 must be conclusively presumed to be distribution of current earn
ings and taxable at the war rates of the 1917 act, and counsel for plain
tiff contends congress could and would have said so if it meant to include
such earnings, would have worked much hardship and defeated to some
extent the purpose of the act of 1917. That act was intended to greatly
increase the revenue from the income tax. To have declared that all
dividends must be conclusively presumed to have been distributed out of
current profits or earnings in cases when there were none, would have
interfered with congress’s purpose in at least these respects:
1. The government would not be able to collect any taxes upon divi
dends of loss-making corporations, no matter how great their previous
surplus, because loss-making corporations could not be compelled to, and
would not, declare any such highly taxable dividends in the losing years
out of previous profits and, therefore, there would be nothing to tax.
2. The stockholder would suffer because instead of getting dividends
regularly in lean years from the accumulations of the fat years, as in the
case of most stable corporations, he would get no dividends at all.
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3. The stock upon cessation of dividends would materially depreciate
in value, causing loss to the owner and possibly tending to unsettle the
value of other stocks.
Confronted with the necessity of raising more revenue for war pur
poses and not wishing to defeat its purpose or penalize any loss-making
corporation, and deter it from declaring dividends out of former profits,
congress could not well enact that distributions in 1917 and subsequent
years shall be deemed or conclusively presumed to have been made from
the earnings or profits of the time of the distribution, when in fact there
might be loss instead of profit, and, therefore, had to resort to language
which would permit the loss-making corporation to declare dividends,
though not earned in that year, out of previous profits and have them
taxed at the rate prevailing in the year in which earned, and at the same
time tax the profit-making corporation at the war rate on the distributions
of the current war profits.
Accordingly congress enacted in 1917 that distributions after August
6, 1917, “shall be deemed to have been made from the most recently ac
cumulated undivided profits or surplus” and “shall be taxed to the dis
tributee at the rates prescribed by law for the years in which such profits
or surplus were accumulated.”
By this language a loss-making corporation could declare dividends
after the act out of the most recently accumulated profits or surplus and
the stockholder would be taxed at the rate of the year in which the profits
were earned, and a profit-making corporation’s dividend distributions
would be taxed at the war rate.
To compel distribution of the war profits, section 10 (b) was in
serted in the 1917 amendment, providing for a tax on corporations, in
addition to all other taxes, of 10 per cent on earnings not distributed
within six months after the end of the calendar year in which earned,
except such part thereof as might actually be invested or employed in the
business, and in case of fraud in the amount of profits claimed to have
been invested in the business the tax was 15 per cent instead of 10
per cent.
Under all the previous income-tax laws, dividends were taxable in the
year when received. The 1916 act did not change the law in this respect,
but permitted dividends declared from earnings accrued previous to
March 1, 1913, to be distributed tax free. There was no question, then,
under the acts of 1913 and 1916 whether the distributions of the current
year were taxable or not, as such distributions were expressly made sub
ject to tax at the rate of the year when received, except, of course, dis
tributions from earnings accumulated prior to March 1, 1913.
Is it conceivable that in 1917, with the country engaged in the great
est war in history, when more money was needed than ever before,
congress would deliberately change the income-law and instead of having
income taxes coming in yearly on dividends distributed each year, regard
less of when earned, except when earned before March 1, 1913, would pro
vide for an interval of a whole year when no taxes could be levied on divi
dend distributions in 1917 unless distributed from the accumulated earn
ings of previous years? The answer must be evident.
The later act passed in 1919, containing an additional provision that
any distribution made after the first 60 days of a taxable year shall be
“deemed to have been made from the earnings or profits accumulated
between the close of the preceding taxable year and the date of distribu
tion, to the extent of such earnings or profits.”
Had this language been used in the statute of 1917, this case would
probably not have arisen.
The amendment enacted in 1919 was evidently not to change the
statute but to clarify it.
So considered it supports the views above set forth.
The plaintiff relies upon the definition given the words “accumulated
undivided profits or surplus” by works on accounting. While it is un
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doubtedly true these works are recognized as authorities for bookkeepers
and accountants, and might have been known by some members of con
gress when the legislation in question was enacted, nevertheless it is
apparent that this statute was prepared for the general public and the
ordinary interpretation of the words must be taken rather than any tech
nical limitation which may be placed upon them by experts. In a tech
nical sense, no profits become undivided profits or surplus until they have
been set aside at the end of an accounting period and allocated to certain
funds known to accountants and bookkeepers as “undivided profits or
surplus.”
Montgomery on Auditing, Theory and Practice, pages 199-205, recog
nizes the distinction between the common significance and the technical
understanding of the word, “surplus.”
In Lewis-Southerland Statutory Construction (vol. 2, 2d ed., p.
753), it is stated—Words in common use, and also having a technical
sense, will, in acts intended for general expression and not dealing
especially with the subject to which such words in a technical sense
apply, be understood primarily in their public sense, unless they are
defined in the act or a contrary intention is otherwise manifest.
In common phraseology, “surplus” is that which remains when use
or need is satisfied; it is the excess or overplus.
The word “surplus” has been judicially defined as “that which re
mains after expenses and dividends.” (Words and Phrases, vol. 4, p. 607.)
“Profits” has ordinarily been designated as the gain made in any busi
ness or investment, both receipts and payments taken into consideration.
—Burdett v. Estey (3 Fed. 566, 569) ; Providence Rubber Co. v. Good
year (76 U. S. 788).
The treasury department regulation, known as article 107, regula
tions No. 33 (revised), has stated the department’s construction of sec
tion 31 (b) of the act of 1917 in the following language:
If a corporation distributed dividends in 1917, such dividends will be
deemed to have been paid from the earnings of 1917, and the recipient,
if an individual, will be liable to additional tax, if any, and if a corpora
tion, to income tax at the rates for the year 1917, unless it be shown to
the satisfaction of the commissioner of internal revenue that at the time
such dividends were paid the earnings up to that time were not sufficient
to cover the distribution, in which case the excess over the earnings of
the taxable year will be deemed to have been paid from the most recently
accumulated surplus of prior years and will be taxed at the rate or rates
for the year or years in which earned.
This construction is in entire harmony with the views herein set
forth.
When the meaning of a statute is doubtful, great weight should be
given to the construction placed upon it by the department charged with
its execution.—United States v. Herman (209 U. S. 339).
It is not necessary, however, in this case to resort to the construction
by the department.
Any other construction would make great confusion in respect to all
the quarterly and semiannual dividends paid in 1917 and intended to be
distributed from the earnings of that year, upon which tax at the war
rate of 1917 has undoubtedly been paid by multitudes of taxpayers for
the year 1917.
Despite the inhibition contained in the statute against distribution
of profits accrued before March 1, 1913, until the most recently accumu
lated undivided profits or surplus were disposed of, the corporation allo
cated $366,189.19 of the earnings and profits accrued prior to March 1,
1913, to the payment of the $700,000 dividend declared and distributed
in December, 1917. The plaintiff taxpayer made a like proportionate
allocation. The prorated earnings of 1917 to December 20, the date of the
distribution of the aforesaid dividend, were $410,987.29, and yet the claim
is that no part of these earnings were used in the payment of the divi
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dend. It can not under a fair construction of the statute be denied that
the earnings and profits for the year 1917 were undivided profits, nor
can it be disputed that they were the most recently accumulated earnings
and profits which had accrued since March 1, 1913. The dividend must be
conclusively presumed to have been paid from these profits of the year
1917 to the extent thereof, up to the date of declaration of dividend, re
gardless of the language of the resolution or the intent of the company.
The assessment was properly levied against the plaintiff and her com
plaint must be dismissed.

COLORADO SOCIETY OF CERTIFIED PUBLIC
ACCOUNTANTS
At the annual meeting of the Colorado Society of Certified Public
Accountants, the following officers were elected for the ensuing year:
Ralph B. Mayo, president; Louis C. Linck, A. M. Strong and F. Elwood
Hunt, vice-presidents; W. J. Thompson, treasurer; T. J. Witting, secre
tary and C. T. Flynn, auditor.

COLORADO STATE BOARD OF CERTIFIED PUBLIC
ACCOUNTANTS
C. F. Helwig of Denver, has been appointed to succeed R. M. Crane
on the Colorado state board of accountancy. The officers of the board for
the coming year are T. Raymond Young, president; T. J. Witting, secre
tary; C. F. Helwig, treasurer.

CONNECTICUT STATE BOARD OF ACCOUNTANCY
The governor of Connecticut has appointed Herbert F. Seward of
New Haven, Connecticut, to membership in the state board of account
ancy for the term of three years in succession to John Starkweather of
Ansonia.
F. W. Lafrentz and A. F. Lafrentz announce the formation of the firm
of F. W. Lafrentz & Company to continue the practice heretofore con
ducted by them under the name of The American Audit Company.
Robert S. Pasley and Thomas F. Conroy announce that hereafter
they will practise under the firm name of Pasley & Conroy, with offices
at 67 Wall street, New York.
Smith, Brodie, Lunsford & Wright of Kansas City, Missouri, an
nounce that A. F. Brodie has retired, and that the firm hereafter will
practise under the firm name of Smith, Lunsford & Wright.

Robert J. Hyland and Francis William Hopkins announce the con
solidation of their practices under the firm name of Hyland & Hopkins,
with offices at 126 Liberty street, New York.
Wilson J. Henry and Charles A. Wright announce the formation of
a partnership, practising under the firm name of Henry & Wright, with
offices at 508-512 Manhattan building, Muskogee, Oklahoma.

A. S. Fedde, Walter E. Williams and E. J. Schmiel announce the
formation of a partnership, under the firm name of A. S. Fedde & Co.,
with offices at 55 Liberty street, New York.

It is announced that the practice of the Certified Audit Company of
America, Inc., New York, will be conducted hereafter under the firm
name of Edward M. Hyans & Co.
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Edited by H. A. Finney.
INSTITUTE EXAMINATIONS

[Note—The fact that these solutions appear in The Journal of
Accountancy should not lead the reader to assume that they are the
official solutions of the American Institute of Accountants. They merely
represent the personal opinion of the editor of the Students’ Depart
ment. ]
AMERICAN INSTITUTE OF ACCOUNTANTS
EXAMINATION IN ACCOUNTING THEORY AND PRACTICE
Part II
November 17, 1922, 1 P. M., to 6 P. M.
The candidate must answer all the following questions:
No. 1 (27 points):
The XYZ Chemical Company manufactures one main product
only, known as “Saltero,” and a by-product, known as “Scrapto.”
From the following information, calculate the profit per ton
(2,000 lbs.) of Saltero on every ton sold:
Saltero sells for $600.00 per ton. The selling and administration
charges are 20% of the selling price. This product is made from
three ingredients, N, O and P, in the following proportions and at
the following costs:
N 20% cost $100. per ton
O 30% cost 50. “ “
P 50% cost 30. “ “
Handling and storage charges amount to 10% of the cost of each
ingredient.
The plant is divided into five manufacturing departments, of which
A, B, C and D are engaged in the manufacturing of Saltero and E
in the recovery of the by-product, Scrapto.
The following table shows the cost of direct labor per ton of
product handled and the percentage of department factory expense
to the direct labor:
Percentage of departDirect labor mental factory expense
Department
per ton
to direct labor
A Mixing .................................
$25.00
75%
B Furnaces .................................
12.50
300%
C Washing & drying ..............
15.00
100%
D Grinding & packing ............
50.00
50%
General factory expenses that cannot be charged to any one de
partment amount to 50% of the total direct labor.
In department B there is a yield of only 75% of Saltero from the
tonnage of the ingredients mixed; the other 25% is treated in depart
ment E and one-half of this 25% is recovered as the by-product,
Scrapto, the other half being entirely waste.
A net profit of $40.00 per ton is made on the sale of Scrapto after
all expenses of every kind are charged against it. No charge is made
against Scrapto for the raw material from which it is recovered.

Solution: Since there is a shrinkage of 25% in department B, four
tons of materials must be started in department A to get three tons
of Saltero; and the one ton of shrinkage in Department B becomes
one-half ton of Scrapto.
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Statement

of

Production Cost

Three tons of Saltero and one ton of Scrapto
Materials: (Four tons):
N : 4 x 20% of$100.00 ....................................
$80.00
O: 4x30% of 50.00 ......................................
60.00
P: 4 x 50% of 30.00 ......................................
60.00

Total ....................................................................
Add 10% for handling and storage .......................

200.00
20.00
----------

Department A:
Direct labor ........................................ 4 x $25.00 100.00
Dep
artmental factory expense ... 75% of 100.00
75.00
General factory expense .............. 50% of 100.00
50.00
---------Department B:
Direct labor .
4 x $12.50
50.00
Departmental factory expense ....300% of 50.00 150.00
General factory expense .................. 50% of 50.00 25.00
----------

$220.00

225.00

225.00

Total cost of four tons through Dept. B and three
tons passed to Dept. C ....................................
670.00
Department C:
Direct labor ........................................ 3 x $15.00
45.00
Departmental factory expense .... 100% of 45.00
45.00
General factory expense ................ 50% of 45.00
22.50
---------112.50
Department D:
Direct labor ........................................ 3 x $50.00 150.00
Departmental factory expense .... 50% of 150.00
75.00
General factory expense .............. 50% of 150.00
75.00
---------300.00
Total cost of three tons of Saltero, and the material
and Dept. A and B cost of one-half ton of Scrapto
Deduct profit on one-half ton of Scrapto ....................

1,082.50
20.00

Cost of three tons of Saltero .......................................

1,062.50

Cost of one ton of Saltero (⅓ of $1,062.50) ..............

354.17

Statement of Profit per Ton of Saltero
Selling price per ton ......................................................
Deduct cost per ton .......................................................

Gross profit per ton ......................................................
Deduct selling and administrative expense per ton
(20% of $600.00) ............................................

Profit per ton ..................................................................
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Profit on the sale of a by-product may be treated as a deduction
from the cost of the main product, as was done in this solution, or
it may be separately shown in the revenue statement. The first method
is adopted here because the by-product is not charged with any por
tion of the cost of the raw material nor with any portion of the costs
in departments A and B. Hence the profit of $40.00 per ton on the
by-product is not a true profit but is rather a recovery of a portion
of the cost of materials lost in shrinkage.
No. 2 (30 points):
On January 1, 1915, a company issued $10,000,000, 10 year, 6%
convertible bonds, interest payable semi-annually on July 1st and
January 1st. The bonds are convertible at 105 and accrued interest
into capital stock at par (100) and accrued dividends on any February
1st or August 1st after 1918, and balances are to be adjusted in cash.
The stock pays regular quarterly dividends of 2% on January 15th,
April 15th, July 15th and October 15th, respectively.
The bonds when issued were underwritten at 96 by A, B & Co.
bankers, and legal, printing and other expenses were incurred, inci
dent to the issue of the bonds, amounting to $100,000, which was set
up on the books, together with the bond discount, as a deferred charge
to be amortized over the life of the bonds. There is a provision in
the trust deed giving the company the option of calling for redemp
tion at 105, on any interest date after 1918, any part of the bonds then
outstanding (in multiples of $100,000) with the usual requirements as
to due notice, etc.
On February 1, 1919, $3,000,000 bonds were converted.
On August
1, 1919, $2,000,000 bonds were converted.
On February 1, 1920, $1,000,000 bonds were converted.
On March
1, 1920, $1,000,000 bonds were bought in the open mar
ket at 104 and accrued interest and thereupon cancelled.
During April, 1920, $1,000,000 bonds were called for redemption
on July 1, 1920, but only $990,000 of the called bonds were delivered
for redemption on that date and the balance of $10,000 was still out
standing at the close of 1921. The July 1, 1920, coupons were detached
from the called bonds redeemed and were separately paid.
(a) Formulate journal entries reflecting the above described
transactions with respect to the issue, conversion (February 1, 1919,
transactions only), purchase and redemption of the bonds. Provide
for a “bondholders’ conversion clearing” account to clear the conver
sion transactions and give effect, by journal entry, to the cash liqui
dation of the balances incident to those transactions. Also provide
for the following accounts:
“Accrued interest on convertible bonds.”
“Accrued dividends on capital stock.”
“Premium on convertible bonds.”
It is not desired that you set up the above suggested accounts in
ledger form but merely provide for them in your journal entries; make
a brief explanation of each journal entry, commencing with the words,
“To record the....”
(b) State the balance in “unamortized debt discount and expense”
at the close of 1918, 1919, 1920 and 1921, amplified by a summary show
ing how you have arrived at your answers and giving consideration to
the propriety of carrying, as a deferred charge, that portion of “un
amortized debt, discount and expense” applicable to called bonds un
redeemed. Prove the balance at the close of 1921 by an independent
computation.
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(c) State whether interest should or should not be accrued after
July 1, 1920, on the $10,000 called but unredeemed bonds. Would your
answer be the same with respect to interest on matured bonds out
standing?
(d) State when and how you would dispose of the “accrued divi
dends on capital stock” account and the “premium on convertible
bonds” account.
Note: In answering the above questions, take cognizance of years,
months and half-months and no other periods of time.
Solution: (a) Journal Entries

Entries for Issue of Bonds
Cash .................................................................. $9,600,000.00
Unamortized debt discount and expense ..
400,000.00
6% convertible bonds payable ..
$10,000,000.00
To record the issue of $10,000,000 of
bonds, underwritten by A, B &
Co., at 96.
Unamortized debt discount and expense....
100,000.00
Cash ............................................
100,000.00
To record the payment of legal,
printing and other expense inci
dent to the issue of bonds.
Entries

Conversion of Bonds into Stock
February 1, 1919
There is an element of uncertainty in the problem as to the cash
settlement with each bondholder. Is the cash settlement to each bond
holder to be based on the difference between the surrender value of a
single bond and the value of an equivalent number of shares, regard
less of the number of bonds held? Or if a bondholder owns several
bonds will he receive more than a pro-rata number of shares of stock
with a corresponding reduction in the cash settlement?
Assuming that the cash settlement is based on one bond, regard
less of the number held, and that the bonds are for $1,000.00, the settle
ment would be:
Per bond
Total
for

Bond .......................................................................
Premium—5% ........................................................
Accrued interest foronemonth—½% ....................

Stock—10 shares
................................................
Accrued dividend: 10shares at 33⅓cents...........

Cash settlement .....................................................
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$1,000.00 $3,000,000.00
50.00
150,000.00
5.00
15,000.00
1,055.00

3,165,000.00

1,000.00
3.33

3,000,000.00
9,990.00

1,003.33

3,009,990.00

$51.67

$155,010.00
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To illustrate how the cash payments would be reduced if several
bonds were held by one person, and if additional shares of stock were
issued instead of paying cash when the cash settlements, as indicated
above, exceeded the value of a share of stock, assume that all of the
bonds were owned by one holder.

Value of bonds (as in statement above) ....
$3,165,000.00
As each share of stock has accrued dividends
for one-half month at 2% per quarter,
or 1/6 of 2%, the accrued dividend on each
$100 share of stock is 33⅓ cents. There
fore the charge for each share of stock
will be $100.33½.
And $3,165,000÷
100.33⅓=31,544, the number of shares
issued.
Par value of shares issued ............................. $3,154,400.00
Accrued dividends—1/6 of 2% of $3,154,400 ..
10,514.67
---------------- 3,164,914.67

$85.33

Cash settlement ................................................

Thus it becomes evident that the cash settlement may vary from
$155,010.00 to $85.33, .depending on whether extra shares of stock are
issued instead of paying cash, and depending on the number of bonds
held by the several individuals. As it is unreasonable to assume that all
bonds are held by one person, the second alternative, allowing a total
cash settlement of $85.33 is highly improbable. And as there is no in
formation as to the number of bonds owned by the various holders, we
are thrown back to the first alternative.
Bond interest.....................................................
Unamortized debt discount and expense
To record the amortization of discount
for one month on $3,000,000 of bonds
to be converted into stock.
Discount and expense per million
per year ........................... $5,000

Discount and expense per million
per six months ............... 2,500
Millions converted ..................

$1,250.00
$1,250.00

3

Discount and expense for six
months on 3 millions ...... 7,500

Discount and expense for one
month on 3 millions ....... 1,250
Surplus ..............................................................
Unamortized debt discount and expense
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To record the writing off of discount and
expense applicable to future periods
on bonds converted:
Discount for 1 month on 3 mil
lions .................................. $1,250

Discount for 5 months (Feb. 1,
1919 to July 1, 1919) ...... 6,250
Discount for 5½ years (July 1,
1919 to December 31, 1924) or
11 periods of 6 months .. 82,500
Total ................................................ 88,750

Bond interest .. .................................................
Accrued interest on convertible bonds
To record the accrued interest for one
month at 6% per annum on $3,000,000
of bonds to be converted.
6% convertible bonds payable .......................
Accrued interest on convertible bonds...........
Premium on convertible bonds .....................
Bondholders’ conversion clearing ac
count ...................................................
To record the credit passed to bond
holders’ account for par of bonds to
be converted into stock, for accrued
interest for one month, and for 5%
premium.
Bondholders’ conversion clearing account ..
Capital stock .......................
Accrued dividends on capital stock ..
Cash .......................................
To record the issue of 10 shares of stock,
par $100, for each $1,000 bond con
verted. Settlement made as follows :
For each bond: par ................ $1,000.00
Premium ............................
50.00
Accrued interest ..............
5.00
Total credited for bonds..

1,055.00

Stock—10 shares ..............
Accrued dividend-$.33⅓x10

1,000.00
3.33

Total charged for stock ..

1,003.33

Cash settlement per bond
Multiply by number of bonds

51.67
3,000

Total cash payment to
bondholders .......... $155,010.00
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$15,000.00

$15,000.00

3,000,000.00
15,000.00
150,000.00
3,165,000.00

3,165,000.00
3,000,000.00
9,990.00
155,010.00
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Entries

Redemption of Bonds
March 1, 1920
Bond interest ....................................................
$833.33
Surplus ..............................................................
24,166.67
Unamortized debt discount and expense
To record the writing off of the discount
and expense applicable to future
periods on bonds redeemed.
Discount and expense per six
months per million ......... $2,500.00
for

Discount and expense from Jan.
1, 1920 to March 1, 1920—
expired period, to be
charged to interest .........

$25,000.00

833.33

Discount and expense from
July 1, 1920 to December
31,1924—unexpired period—
4½ years ................... 22,500.00
Discount and expense from
March 1, 1920 to July 1,
1920—unexpired period—4
months .......................
1,666.67
Total charge to surplus $24,166.67

6% convertible bonds payable ....................... $1,000,000.00
Premium on bonds (or surplus) ..................
40,000.00
Bond interest......................................................
10,000.00
Cash ..............................................
To record the purchase and cancellation
of bonds:
Par ............................................. $1,000,000
Premium—4% .........................
40,000
Interest for 2 months at 6%
per year ......................
10,000

1,050,000.00

$1,050,000

Entries for Bonds Called
as of July 1, 1920
Bond interest .....................................................
$2,500.00
Surplus ..............................................................
22,500.00
Unamortized debt discount and expense
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To write off the discount and expense
applicable to the bonds called:
Discount from Jan. 1, 1920 to
July 1, 1920—1 period.... $2,500.00
Discount from July 1, 1920 to
Dec. 31, 1920—9 periods .. 22,500.00
Total ......................................... $25,000.00

6% convertible bonds payable ....................... $1,000,000.00
Cash ......................................................
Called bonds payable not surrendered
To record the delivery of and payment
for $990,000.00 of bonds, and the call
and non-delivery of $10,000.00 of
bonds.
(b) Amortization

of

$990,000.00
10,000.00

Debt Discount and Expense

Bond discount ...........................................
Expense ......................................................

$400,000.00
100,000.00

Total.............................................................

$500,000.00

Or $50,000.00 per million of bonds for 10
years.
Or 5,000.00 per million of bonds per year
Or 2,500.00 per million of bonds per six
months.
Total to be amortized (as above)..................
Amortization for 1915, 1916, 1917 and 1918—
four years:
4 (years) x 10 (millions outstanding) x
$5,000.00 ........................................

Balance: January 1, 1919 (or $30,000 per
million) ...............................................
February 1, 1919:
To bond interest: 1/6 of 3x$2,500.00...
To surplus .................

$500,000.00

200,000.00

300,000.00
1,250.00
88,750.00

90,000.00
210,000.00

Balance unamortized .................................
July 1, 1919:
To bond interest: 7x$2,500 ...........

17,500.00

Balance unamortized (or $27,500 per
million) .......................................

192,500.00
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Aug. 1, 1919:
To bond interest: 1/6 of 2x$2,500.........
To surplus: 2x$27,500=.......... $55,000.00
Less amount charged to
interest ................
833.33
Applicable to future periods

$833.33

54,166.67

137,500.00

Balance unamortized ................................
Jan. 1, 1920:
To bond interest: 5 x $2,500 ..................
Balance unamortized (or $25,000 per
million) .......................................
Feb. 1, 1920:
To bond interest: 1/6 of 1 x
$2,500 ...........................................
To surplus: 1 x$25,000=..........$25,000.00
Less amount charged to
interest ................
616.67
Applicable to future periods

12,500.00
125,000.00

616.67

24,383.33

Applicable to future periods

Balance unamortized ................................
July 1, 1920:
To bond interest: 3 x $2,500 ....................
To surplus: 1 x $22,500 ...........................
Balance unamortized (or $22,500 per
million) .......................................
Jan. 1, 1921:
To bond interest: 2 x $2,500 ....................
July 1, 1921:
To bond interest: 2 x 2,500 ....................
Dec. 31, 1921:
To bond interest: 2 x 2,500 ....................

Balance unamortized at December 31, 1921..
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25,000.00

$100,000.00

Balance unamortized .................................
March 1, 1920:
To bond interest: ⅓ of 1 x$2,500 ..
To surplus: 1 x $25,000........... $25,000.00
Less amount charged to
interest ................
833.33

$55,000.00

833.33

24,166.67

25,000.00
75,000.00

7,500.00
22,500.00

30,000.00
$45,000.00

5,000.00

5,000.00
5,000.00

15,000.00
$30,000.00
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Proof by Independent Computation
The discount and expense per million per year was ................
Millions of bonds outstanding December 31, 1921 ....................

$5,000.00
2

Discount and expense to be written off per year of remain
ing life ............................................................................... 40,000.00
Remaining years of life: 1922, 1923 and 1924 .............................

3

Discount to be written off (as above) ....................................... $30,000.00

(c) Interest should not be accrued on the $10,000.00 of called bonds
not delivered. Otherwise, the bondholders by refusing to deliver could
render the call agreement nugatory.
The answer would be the same with respect to matured bonds out
standing if they were not presented by the bondholders, for it is their
duty to make presentment. Interest would not stop if the holders
made presentment but were unable to collect.

(d) At the dividend dates, the accrued-dividend-account balances would
be disposed of by entries as follows:
Dividends
Dividends payable
2% on stock outstanding.
Dividends payable
Cash
Payment of 2% dividend.
Accrued dividends on capital stock
Dividends
To close the accrued dividends account.
Surplus
Dividends
To charge surplus with dividends paid, less accrued divi
dends compensated for at date of issue of stock.
The premium on convertible bonds could be written off to surplus
at once, or treated as discount on stock would be treated; i. e., written
off gradually. Since the discount applicable to future periods on bonds
converted is written off at the time of conversion, the premium on the
bonds is virtually discount on stock. But this would not apply to the
4% premium on the bonds called and paid in cash.
No. 3 (10 points) :
Under what conditions is it impossible to set up on the general
books, before the stock books are closed, the exact amount of divi
dends declared? Assuming these same conditions, is the maximum
amount payable under the resolution known before the stock books
are closed?
Answer: Since the amount of the dividend depends upon the amount
of stock outstanding and the rate of dividend declared, and since the
rate will be known, the only element which could be unknown is the
amount of stock outstanding. This might be unknown if the company
is selling stock through agents whose sales will not all be reported
until the date of closing the stock books. The maximum amount of
dividend payable could in that case be computed by multiplying the
total authorized issue by the dividend rate.
On the other hand, preferred stock retirements may be taking
place, under the direction of a sinking-fund trustee who may not re
port all retirements until the date of closing the stock books. In this
case the maximum dividend could be computed by multiplying the
stock outstanding at the last report by the dividend rate.
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No. 4 (10 points):
In auditing the accounts of the M. & N. Corporation for the
period ended September 30, 1922, you find the following items:
(A)—Bonds maturing November 1, 1922....................
$5,000,000
(B)—Cash on deposit with trustee to meet maturing
bonds as above .................................
5,000,000
(C)—Bonds maturing April 1, 1940...........................
7,500,000
(D)—Outstanding notes of $300,000 each, given under
an agreement to purchase for $2,000,000 the
land upon which the corporation’s plants are
erected. These notes are of equal amount,
maturing serially on February 1st of each
year ..................................................................
900,000
(E)—A claim against the company for damages
which, in the opinion of the corporation’s at
torney, will be settled for $35,000 ...
50,000
State how you would show the foregoing items on the balancesheet to which you would certify as of September 30 (October 1),
1922.
Answer: (A and B). The bonds are current liabilities in the sense
that they are to be paid in the near future, and this fact should be
brought out in the balance-sheet; they are not current liabilities, how
ever, in the sense of having to be paid from current assets or working
capital. To include the bonds among the current liabilities and to in
clude the cash in the trustee’s hands among the current assets, would
probably be misleading because it would distort the real current asset
and current liability, or working capital, ratio. It would probably be
best to show the bonds under the fixed liability caption with a clear
statement as to their maturity, and to show the cash under a sinkingfund heading with an equally clear statement as to the use to be made
thereof in the near future.
(C) The bonds maturing eighteen years hence should be shown
as fixed liabilities.

(D) The note maturing on the following February 1st, should be
shown as a current liability; the other two should be shown as fixed
liabilities.

(E) If the attorney’s estimate is a reasonable one, the reserve
should be for $35,000.00. Presumably the reserve will be set up by
a charge to profit-and-loss, and the profits should not be under-stated
by setting up a reserve of more than the probable expense. The re
maining $15,000.00 may, if desired, be set up out of surplus.

No. 5 (23 points):
You are requested to make an audit of a concern which keeps its
books on a cash basis and you receive instructions to prepare a revised
statement of profit-and-loss and surplus for the year ended Decem
ber 31, 1921, and a revised balance-sheet as at January 1, 1922, upon
an accrued basis. The books of the company were closed at the end
of each year and had been closed for 1921 prior to the commencement
of your audit.
What entries would be necessary to bring the books into con
formity with your statements, so far as the following insurance ac
count is concerned?
What would be the amount of insurance shown on your profitand-loss account and what items, taken from this account, would ap
pear on the balance-sheet?
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Insurance Account
Debits
2 Premium on fire insurance policy (build
ing) covering period from 8/1/20 to
7/31/22 ............................. $2,400.00
Aug. 15 Premium on fire insurance policy on stock
of goods — period from 8/1/20 to
7/31/21 .............................
1,800.00
Sept. 1 Premiums on employees’ fidelity bonds—
period from 8/1/20 to 7/31/21 . 3,000.00
Oct. 25 Shortage of R. Jones to be reimbursed by
Fidelity Insurance Company .
900.00
------------

1920
July

1921
Feb.

Mar.
Apr.

July

Aug.
Aug.
Dec.

8 Premium on liability insurance on trucks
and salesmen’s autos—8/1/20 to 7/31/21 $4,500.00
31 Fire insurance on new building during
construction—3/31/21 to 7/31/21 . 7,500.00
5 Additional premium on fire insurance
(building) due to increased valuation—
4/15/21 to 7/31/21 .........
250.00
1 Premium on fire insurance policy (build
ing) 7/1/21 to 6/30/22, covering new
building and increased valuation of old
building ....................
1,500.00
1 Premium on fire insurance policy on stock
of goods—period 8/1/21 to 7/31/22...
1,400.00
1 Premiums on employees’ fidelity bonds—
8/1/21 to 7/31/22 ...........
3,000.00
15 Defalcation of P. Smith to be reimbursed
by Fidelity Insurance Company in 1922 2,000.00
------------

$8,100.00

$20,150.00

1920
Credits
Dec. 1 Refund due to reduction in rate on fire
insurance on building—period 12/1/20
to 7/31/22 ....................... $ 200.00
Dec. 31 Transfer to profit-and-loss to close out
account .............................
7,900.00

------------

$8,100.00

------------

$20,150.00

1921
Apr. 15 Payment by Fidelity Insurance Company,
reimbursement for loss—R. Jones—
10/25/20 ........................... $ 900.00
Dec. 31 Transfer to profit-and-loss to close out
account ............................. 19,250.00
1921
Dec. 31 Premium on liability insurance on trucks
and autos—period 8/1/21 to 7/31/22,
amounting to $4,500.00—had not been
paid.
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900
19,250
$20,150

=
7,900
8,100

200

4-15-21
7-1-21
8-1-21
8-1-21

250
1,500
1,400
3,000
2,000
20,150
4,500

12-1-20

8-1-21

7-31-21

8-1-20

8-1-20
8-1-20
8-1-20

12

7

12

7-31-22 20

7-31-22

7-31-21
3½
6-30-22 12
7-31-22 12
7-31-22 12

5

7-31-22 24
7-31-21 12
7-31-21 12

1

12

5

5
5

6

3½

7

7

7

6
7

1,875.00

5 12 7
5 7
5 7

I nsurance Account
Period covered
Distribution
From
To Mos. '20 '21 '22

of the

Distribution of insurance expense by y ears ...................................
Charges by years—as books were closed ....................................
Correction .........................................................................................

Apr. 15 Payment by Fidelity Ins. Co. (e)
Dec. 31 Charge to profit-and-loss .........

1921

Dec. 1 Refund ......................................
Dec. 31 Charge to profit-and-loss .......

1920

Dec. 31 Premium not paid .............. (d)

Mar. 31 Insurance on building during
construction .. (b)
7,500
Apr. 5 Insurance on building .............
July
1 Fire insurance—building ..........
Aug. 1 Fire insurance—stock .............
Aug. 1 Employees’ fidelity bonds ........
Dec. 15 Defalcation—P. Smith ........ (c)

8 Liability insurance, trucks and
autos .................
4,500

$8,100

Feb.

1921

A nalysis
Payment

Sept.
1 Employees’ fidelity bonds .......
Oct. 25 Shortage of R. Jo n es ......... (a)

2 Fire insurance—building .......
15 Fire insurance—stock ............

Debits
$2,400
1,800
3,000
900

July
Aug.

1920

Solution:
Date

11,213.33
19,250.00
$8,036.67

(g

(f )

)

120.00

1 1,333.33

1,875.00

250.00
750.00
583.33
1,250.00

$1,200.00
1,050.00
1,750.00

1921

4,365.00
7,900.00
$3,535.00

10.00

4,375.00

_______

2,625.00

$500.00
750.00
1,250.00

1920

(h)

$6,571.67

6,571.67

70.00

Credits

2,625.00
6,641.67

750.00
816.67
1,750.00

$700.00

1922
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(a) Should have been charged to Fidelity Insurance Company.
May be ignored now, because offset by (e).
(b) Should have been charged to the building account, since it
was paid for insurance during the construction period.
(c) Should have been charged to Fidelity Insurance Company.
(d) Should be credited to the insurance company or the brokers.
(e) Should have been credited to Fidelity Insurance Company.
Offsets (a) above.
(f) Credit to surplus as of January 1, 1921.
(g) Credit to profit-and-loss—1921.
(h) Charge to unexpired insurance.
Building account ....................................................... $7,500.00
Fidelity Insurance Company ....................................
2,000.00
Unexpired insurance ................................................
6,571.67
Insurance company or brokers ................
$4,500.00
Surplus—as of January 1, 1921 ................
3,535.00
Profit-and-loss—1921 ..................................
8,036.67
To adjust the books in accordance with the
analysis of the insurance account.
The profit-and-loss statement for 1921 should have a charge for
insurance of $11,213.33. The balance-sheet as of January 1, 1922 (or
in reality December 31, 1921), would have the following items:
Addition to building account .................... $7,500.00
Charge to Fidelity Insurance Company... 2,000.00
Unexpired insurance ..................................
6,571.67
Liability for insurance not paid for .........
4,500.00

The March 31, 1921, item of $7,500.00 is said to be for insurance
on the building during the construction period, and hence is charged
to the building. This item indicates that the construction period ex
tends to July 31, 1921. On July 1, an additional premium of $1,500.00
is paid for insurance on the old and the new buildings, beginning
July 1. If the construction period for the new building really ex
tends to July 31st, it would seem that a portion of the $1,500.00 is
insurance on the new building during construction but there is no informa
tion by which a distribution can be made between the premium on
the old and the premium on the new building. Hence the entire
$1,500.00 is charged to operations.
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INCOME TAX PROCEDURE, 1923, by Robert H. Montgomery.
Ronald Press Company, New York. 1750 pages.
The first characteristic of the 1923 edition of Montgomery’s Income
Tax Procedure which strikes one is its marked improvement in size and
weight over the 1922 issue. While the present volume isn’t exactly a
vest-pocket edition, nevertheless it is possible to take it home o’ nights
and still carry something else at the same time. Its improvement was
secured chiefly by the use of thinner paper, but partly by the reduction
in pages from 1936 in its predecessor to 1784 (in all) in this one. This
page reduction was accomplished without any change in the plan of the
book. The excess-profits-tax supplement was reduced by 82 pages, 50
pages of forms were omitted and the section concerned with the deter
mination of income was shortened by 65 pages. On the other hand, the
indexes have been increased by 25 pages, principally by the addition of
one covering treasury department rulings, ten pages have been added to
the preface and table of cases, and the section dealing with administra
tive matters has been enlarged by 14 pages.
The typography is excellent; a casual reading failed to disclose any
misprints. This year’s manual was in the hands of the public on January
1st. For this we are indebted to the author’s organization of collabora
tors and material and to congress which considerately refrained from
tinkering with the 1921 act.
In the introductory chapter there is enough historical and general
information to enable one to use the book effectively. Indeed, it would
be difficult to pass on some of the unsettled questions arising under the
1921 law without a fair knowledge of the development of income taxa
tion since Wisconsin’s experiment in 1911. Among matters of general
interest is the tabulation of personal returns for 1920 published by the
commissioner, which shows that over one-third were for incomes of
$2,000 or less, over one-third were for incomes between $2,000 and $3,000
and five-sevenths were for $5,000 or less. This seems to indicate the
wide-spread existence of tax-exempt securities, which the author argues
in a later paragraph must be reduced or eliminated unless the whole
future of income taxation at progressive rates is to be threatened. In
this chapter it is pointed out that the 1921 law has increased rather than
decreased the technical difficulties of determining net income.
In commenting on the main sections of the book, it is impossible
within any reasonable space to call attention to each point of value.
Even without the restriction of space, real thoroughness would be un
attainable because of the very limited time between publication and the
date when this review had to be submitted. It is hoped, however, that
some of the outstanding features of the volume will be indicated.
There are few matters with which one can disagree and those few
are comparatively unimportant. In the 1922 review the opinion was ven
tured that some attention should have been given to the taxability (under
the normal tax) of so-called interest on savings-bank deposits. In the
present issue, this matter is discussed but not as fully as might be justified.
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It is presented in two distinct places, under interest and under dividends,
without cross references, and in the general index ingenuity is required
to find either one. If the matter is of sufficient importance to warrant
an opinion by the counsel for the American Bankers Association, it is
important enough to be indexed clearly and discussed adequately in this
tax manual. In the chapter on the estate tax, the author continues to
argue against the taxability of life insurance payable to beneficiaries
other than the estate, on the premise that the proceeds of such insurance
were never liable for decedent’s debts. It was suggested in the 1922 re
view and it is still believed that this is too broad a statement. A quick
reading of the volume reveals a few minor points like these two, where
on one might reasonably disagree with the author, but viewed as a whole,
it is difficult to see how a more practical manual of this kind could be
prepared.
In part I, application and administration, one of the most useful
chapters is that on penalties. In it is an explanation of what constitutes
negligence on the tax-payer’s part. It contains also a chapter on the
organization of the bureau and the procedures to be followed by tax
payers and by persons who seek to represent them before the treasury.
A troublesome matter of procedure is the preparation of appeal papers
and agreements between the commissioner and the taxpayer; this is ex
plained and illustrated. Taxpayers are told in what circumstances they
may apply for an injunction against the collection of a tax. The author
suggests a solution of the difficulty of reporting the exact salary or wage
payment to each individual employe; he proposes that the regulations
be changed to permit the employer to report merely the name and address
of each employe who received $1,000 or more during the year.
In part II, income, the author discusses the difficulty of calculating
the tax to be borne by the recipient of a bonus based on net profits after
deduction of the income tax and refers to his formula given in his 1922
edition. Foreign exchange is treated in detail and the important subject
of inventories is given an entire chapter. The new topic of capital gains
is handled in two chapters, one of which contains a chart showing
graphically the effect of differences between prior cost and value at March
1, 1913. Stock dividends on stock of no-par value are considered at
length. A highly technical section, but one of value to oil and mineral
companies, is that dealing with dividends paid from depletion reserves
based on discovery value.
Part III presents the subject of deductions. Fifty pages are devoted
to specific and definite suggestions about depreciation rates and practices
and in them one can find almost any kind of asset listed and a reasonable
depreciation rate suggested. In another chapter occurs one of the author’s
humorous touches, which help to make the book readable despite its en
cyclopaedic nature. He tells of the disallowance as an expense of an
item which was then allowed as a deductible loss. Of this hairsplitting,
he says, “For a distinction without a difference, the foregoing takes first
prize.”
The author’s language is vigorous as well as lucid. In part IV,
special classes of taxpayers, he refers to the recent epidemic of stock

152

Book Reviews
dividends as “due to the hysterical suggestions of uninformed persons,”
and then he discusses that expedient as a means of evading section 220.
After the chapter on the taxation of undistributed corporate profits, the
author includes non-resident aliens, fiduciaries, insurance companies and
farmers.
The book is brought to a formal close by part V, which consists of a
chapter on the federal estate tax and one on the federal capital stock
(excise) tax. Following these chapters is the 1921 act and an appendix
by way of supplement to the excess-profits-tax procedure of 1921. A
valuable feature of that supplement is the chapter on relief sections;
application for relief must be made prior to April 1, 1923.
This review can be summarized, perhaps, by stating that the 1923
edition is an exceedingly useful tax manual. It is not a course of study
for the novice, but it should be in the hands of attorneys, accountants,
corporate officers and others who have to do with the preparation or re
view of returns. It can be used to the best advantage by those who have
access to one or more of the preceding editions.
Harold Dudley Greeley.

FEDERAL INCOME TAX PROBLEMS—1922, by E. E. Rossmoore.
Dodd, Mead & Company, New York. Leather, 541 pages.
There are two ways of writing commentaries on the income-tax
laws. The first, and the customary one, is to take up the acts section by
section, quoting the law, explaining its application, noting exceptions and
distinctions evolved through court and treasury decisions, and perhaps
giving practical illustrations now and then. This method is followed in
the official treasury regulations and pre-eminently by Col. Montgomery
in his standard work. The other method states a practical problem under
each section of the law, gives the correct solution, and then quotes the
section or paragraph of the law upon which the solution is based. This
is the method followed by Mr. Rossmoore in Federal Income Tax Prob
lems—1922. As an example take,
Facts:
Problem 13.
The Atlas Book Concern on December 27, 1921, declared a cash
dividend payable December 31, 1921. Dividend checks were accordingly
mailed on December 31, 1921, but out-of-town stockholders did not re
ceive their checks until early in 1922.
Question:
For what year do the out-of-town stockholders, reporting on the
calendar-year basis, report as income the dividends mailed to them in
1921 but received by them in 1922?
Answer:
The dividends should be reported as income in 1921.
References:
Sec. 201 (e) (quoted in full).
The first method is that of the lawyer or accountant who studies the
law as a whole. The second meets the needs of the tax-payer who has
certain concrete, practical problems to solve in making up his return,
and who wants the answers in as brief and authoritative form as pos-
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sible. With the help of a good index and table of contents, he looks up
the problems in the book which correspond to his own and finds the
answers stated in plain terms. He is not perplexed, and perhaps led
astray, by discussions of modifications that may have been made by court
decisions or treasury rulings. Mr. Rossmoore has digested all that in
advance; his answer represents—or is supposed to represent, the latest
official interpretation.
While the work shows every evidence of the most careful preparation,
it must be admitted there is some danger for the unwary reader who is not
trained to weigh the meaning of words, or to state even in his own
mind the exact terms of his own problems. Take the one quoted above
for example. Many careless readers are apt to jump at the conclusion that
any dividend cheque received early in January must be returned as in
come for the previous year, failing perhaps to have noticed on the ac
companying letter of transmissal the date when the dividend is payable.
I think Mr. Rossmoore would have made the point clearer if he had
added another problem with the due date changed to January 2nd. In that
case the stockholders would return the dividend as income for 1922. Of
course a writer cannot be expected to supply brains for his readers, but
as this book is obviously written for the purpose of saving brainwork
on the part of its readers it cannot be made too plain. Another point of
weakness as compared with the usual method of treatment is that while
the book appears to be all-comprehensive, yet, as the pile of internal
revenue bulletins on my desk indicates, there must be a number of prob
lems arising since March, 1922, which are not included. This, of course,
affects any method of treatment, but in this case it would mean that
the reader relying on the book would be left in the lurch, or might even
make an erroneous return based on previous practice. But this cannot
be helped. No doubt there will be forthcoming an up-to-date edition for
1923.

W. H. Lawton.

Cummings & Robinson announce the opening of branch offices
in the Star Building, Washington, D. C. and the American Casualty
Building, Reading, Pennsylvania.

The surviving partners of Lawrence E. Brown of Philadelphia
announce the continuation of their practice, retaining the organization
and name of Lawrence E. Brown & Company.

Naramore & Niles, Rochester, New York, announce that William
B. Franke has been admitted to partnership and that the firm name
hereafter will be Naramore, Niles & Co.
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BEN MORRIS
Ben Morris, member of the American Institute of Accountants and
a certified public accountant of Colorado, died at the Fitzsimons general
hospital in Denver, November 14, 1922. Mr. Morris was partner of
the firm of Morris, Keller & Co. During the war he was commissioned
captain in the reserve corps and was one of the first to be sent overseas
where he remained until the close of the war. Upon his return he im
mediately entered the government hospital at Waynesville, North Caro
lina, suffering from illness caused by gas and exposure. In an endeavor
to regain his health he was transferred from one part of the country
to another and finally was brought to Denver shortly before his death.

MAX TEICHMANN
Max Teichmann, member of the American Institute of Accountants,
certified public accountant of Maryland, died at Baltimore, December 27,
1922. To all who have been for many years associated with the develop
ment of accountancy, Mr. Teichmann’s name is familiar. He was always
interested in accounting matters both state and national, and was an
enthusiastic supporter of everything that made for progress.

THOMAS E. TURNER
Advice has been received of the death at Louisville, Kentucky, of
Thomas E. Turner, member of the American Institute of Accountants.
Mr. Turner was one of the pioneers of the profession and was wellknown to all members of the Institute who were in the habit of attending
annual meetings. He was senior partner of the firm of Turner, Spencer
& Co.

Arthur B. Cornwall announces the dissolution of the Nassau Audit
Company and the continuance of the practice under his own name.

Anthony B. Manning announces the opening of an office at 154
Nassau street, New York.
West, Flint & Co., New York, announce that William H. West has
now returned to practice and resumed his membership in the firm.
Patterson, Teele & Dennis announce the opening of a branch office
in the Continental building, Baltimore, Maryland.

Homes & Davis, New York, announce that Theodore Phillips has
been admitted to the firm.
Joseph B. Deutsch announces the opening of an office at 41 East
42nd street, New York.

Louis J. Muehle & Co., Des Moines, Iowa, announce that the firm
name has been changed to Muehle, Ream & McClain.
Samuel Newberger & Co. announce the removal of their offices to
38 Park Row, New York.
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ACCOUNTANCY
Australia
Brentnall, Thomas. Address. Public Accountant, Oct., 1922, p. 116-28.

ACCOUNTANTS’ SOCIETIES
Institute of Cost and Works Accountants, Scottish Branch.
countant, December, 1922, p. 219, 228-35.

Cost Ac

ACCOUNTING
Beers, James W. Invested Capital Accounting; Based on the Internal
Revenue Act of 1918; Washington, Accountants’ Publishing Com
pany, 1922. 307p.
Bennett, George E. Advanced Accounting. New York, McGraw Hill
Book Company, 1922. 661 p.

ADVERTISING AGENCIES
Accounting
Bramel, Harvey J; Accounting Procedure for an Advertising Agency.
Pace Student, January, 1923, p. 22-3, 25-8.

ASSETS
Leake, P. D. Wasting Assets: Material and Non-material; Fundamental
Difference between Annuity and Lease, Accountant, December, 23,
1922, p. 911-13.

AUDITING AND AUDITORS
Barton, A. E. Audit Hints: Extracts. Commonwealth Journal of
Accountancy, October, 1922, p. 37-40.

AUTOMOBILE INDUSTRY
Cost Accounting
Perry-Keene, L. Cost Control in Motor-car and Allied Industries, pt. 4.
Cost Accountant, December, 1922, p. 220-4.

BANKS AND BANKING
Directors
Birckhead, O. W. Bank Directors; How They Should Examine Their
Bank—Legal Duties and Liabilities of Directors of National Banks.
New York, The Bankers Publishing Company, 1922. 78p.

BOOKKEEPING
Borsodi, Ralph. New Accounting; Bookkeeping without Books of Origi
nal Entry by the Use of a Natural System of Double Entry Book
keeping. New York, Dodd, Mead and Company, 1922. 127p.
Millar, T. J. Philosophy of Bookkeeping. Accountants’ Magazine,
December, 1922, p. 584-96.
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BUDGETS
Business

Brooks, E. E. Master Budgets of Sales and Production at the Dennison
Manufacturing Company. Bulletin of the Taylor Society, Decem
ber, 1922, p. 229-34.
Mathewson, Park. Expense Control through Budgeting, pt. 4. Indus
trial Management, January, 1923, p. 35-8.

Government

Cleveland, F. A. Budget and Accounting Law, 1921. National Munici
pal Review, December, 1922, p. 428-37.
Trend toward Budget-making. Haskins and Sells Bulletin, December,
15, 1922, p. 93-4.

CALENDARS

Accounting Standards Corporation. Fifty-one Yearly Calendars, 19001950, Including Cumulative Index Numbers for each Day as a Means
for the Rapid Determination of Elapsed Day between any Series of
Dates. Chicago, Accounting Standards Corporation, cl922.

CAPITAL

Cummins, H. H. Capital and Industry. Commonwealth Journal
Accountancy, October-November, 1922, p. 41-5, 55-6.

of

CLOTHING TRADE
Accounting
Complete System of Retail Accounting for the Progressive Clothing
Store: cont. National Retail Clothier, January 4, 1923, p. 74-6.

Statistics

Secrist, Horace. Control of Expenses and Profits in the Retail Mer
chandising of Clothing. Chicago, Northwestern University School of
Commerce, 1922. 12p.
Secrist, Horace and Blanche L. Altman. Amounts Sold per Full-time
Salesmen in Retail Clothing Stores; a Barometer of Expense-andtrade. Chicago, Northwestern University School of Commerce, 1922.
14p.

COST AND FACTORY ACCOUNTING

Blythe, J. R. Costing as a Function of Management. Cost Accountant,
December, 1922, p. 236-41.
Collection or Group Studies of Uniform Cost Accounting Methods.
Chamber of Commerce of the United States, Fabricated Production
Department, Bulletin No. 20.
Fells, J. M. Garcke and Fells Factory Accounts, Its Principle and Prac
tice; a Handbook for Accountants and Manufacturers, with Appen
dices on the Nomenclature of Machine Details and the Rating of
Factories, and Table for the Amortization of Leases, including also a
Glossary of Terms and a Large Number of Specimen Rulings. New
York, D. Van Nostrand company, 1922. 290p.
Fitch, Stanley G. H. What Industrial Accounting Should Mean to the
Executive. Journal of Accountancy, January, 1923, p. 1-15.
Gill, S. L. Address. Cost Accountant, December, 1922, p. 232.
Hunter, John. Address. Cost Accountant, December, 1922, p. 229-32.
Leverhulme (Lord). Human Factor Influences on Costs. Cost Ac
countant, December, 1922, p. 212-19.
Luenberg, A. Factory Cost from Rough Castings to Product, pt. 3.
Canadian Machinery, January 4, 1923, p. 24-5.
Manufacturing Accounts. Commonwealth Journal of Accountancy,
October, 1922, p. 32-7.
Simpson, J. H. Relation of Overhead to Direct Labor Cost. Industrial
Management, January, 1923, p. 12.
Smith, N. Gerard. Factory Organization: pt. 8 Factory Costs. Indus
trial Management, December 14, 1922, p. 339-42.
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COSTS
Anderson, Sydney. Case as to Distribution.
ary, 1923, p. 11-14.

Nation's Business, Janu

DAY BOOKS

Bray, W. Reginald. How to Write up a Bought Day Book. Account
ants' Journal, December, 1922, p. 510.

DEPRECIATION, DEPLETION AND OBSOLESCENCE
Saliers, Earl A. Depreciation, Principles and Applications.
Ronald Press Company, 1922. 590p.

New York,

ELECTRIC AND STREET RAILROADS
Finance
Budget Control in Boston; All Expenditures are Controlled by a Budget
Prepared Every Six Months and Semi-annual and Monthly “Con
trolling Sheets” Are Used in Order to Check Expenditures. Elec
tric Railway Journal, December 23, 1922, p. 970-7.

ELECTRIC LIGHT AND POWER COMPANIES
Accounting
United States. Federal Power Commission. System of Accounts Pre
scribed for Licensees under the Federal Water Power Act; First
Issue, Approved November 20, 1922. Washington, Government
Printing Office, 1922. 39p.

EXAMINATIONS
Scottish Chartered Accountants General Examining Board. Solutions to
Papers, set June, 1922. Accountants' Magazine, December, 1922,
p. 619-28.

EXECUTORS AND TRUSTEES
Brady, John Edson. Management of Decedents’ Estates, cont. Banking
Law Journal, December, 1922, p. 838-44.
Vierling, Frederick. Amortization of Premiums and Accumulation of
Discounts on Trust Investments. St. Louis Law Review, December,
1922, p. 1-38.

FLOUR MILLS
Cost Accounting

McKee, Raymond W. Cost Apportionment in Flour Milling.
of Accountancy, January, 1923, p. 22-5.

Journal

FOREIGN EXCHANGE
Keller, W. Cause and Effect of the Fluctuation in Foreign Exchange
Rates. Australasian Accountant and Secretary, November, 1922,
p. 344-6.
Wall, L. N. Some Notes on Foreign Exchange. Accountant, December
23, 1922, p. 931-6.

GAS
Valuation

Simpson, John. Surplus Plant in Rate Valuation; Legal Decisions Aid
Commission Ruling upon the Return Allowable upon Property Field
for Future Extension of the Business. Gas Age-Record, December
2, 1922, p. 769-71.

GRAPHIC METHODS
Brown, Percy S. String Board Graphics.
Society, December, 1922, p. 218-24.

Bulletin

of the

Taylor

GROCERY TRADE
Letts, F. C. Management Policies That Keep Our Business Growing.
System, January, 1923, p. 21-5, 72, 74.
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Statistics
New York Wholesale Grocers Association. Report on Operating Ex
penses and Profits of New York Wholesale Grocers during 1921;
Prepared by the New York University Bureau of Business Research
for the New York Wholesale Grocers’ Association. 100 Hudson
Street, New York. 4p.

ICE CREAM
Turner, C. L. How to Put the Plant Budget into Operation; Ways and
Means of Fixing on Accurate Cost Estimate and a Reasonable Pro
duction Program in Ice Cream Manufacture. Ice Cream Trade
Journal, December, 1922, p. 60-2.

INSURANCE, FIRE
Accounting
Wiegand, William B. Fire Insurance Company Accounting. Adminis
tration, June-September, 1922, p. 713-22, 81-7, 217-28, 339-48.

INVENTORIES
Lowson, Frank. Cost or Market in Pricing Inventories; reprint from
Administration, December, 1922, p. 721-4.

KNIT GOODS
Cost Accounting
Gordon, Stephen R. Cost Finding in Knitting Mills: cont.
World, December 23, 1922, p. 3551-5.

Textile

LIENS
Christie, George. Liens. Australasian Accountant and Secretary,
November, 1922, p. 346-9.

MOTOR BUSES
New York ’Buses Carried 52,840,135 during Year.
December, 1922, p. 25.

Power Wagon,

MUNICIPAL
Finance

Collin, T. Watson. London Government and Finance. Accountant,
December 16, 1922, p. 886-9.
Johnson, R. Geoffrey. Corporation Finance and Accounts. Accountant,
December 16, 1922, p. 898-902.
McCall, J. H. Law of Municipal Finance, pt. 11. Accountants’ Jour
nal, December, 1922, p. 455-9.

PAPER, CARDBOARD, ETC.
Grantham, James. Wholesale Price Movements of Paper in Chicago,
January 1, 1913 to June 30, 1922, Chicago, Northwestern University
School of Commerce, 1922. 13p.
Jasperson, C. A. Co-operation and Costs. Paper and Pulp Industry,
December 15, 1922, p. 6.

PROSPECTUSES
Jobson, Alex. Talk on Company Prospectuses. Australasian Account
ant and Secretary, November, 1922, p. 337-40.

RAILROADS
Accounting
United States Railroad Administration. Accounting Circulars Nos. 165A,
166, 167, 168.

Costs

Peck, C. B. and W. S. Lacher. Prices of All Materials Have Increased;
Railroads Must Now Pay from 7 to 70 per cent More for Their Sup
plies Than a Year Ago. Railway Age, January 6, 1923, p. 29-35.
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Finance
Clark, H. F. Capitalization of Railroad Surplus. Journal of Political
Economy, December, 1922, p. 771-95.

Statistics
Parmelee, Julius H. Analysis of the Railway Statistics for 1922. Rail
way Age, January 6, 1923, p. 112-15, 157.

Valuation
Howson, E. T. Valuation Work Makes Progress during 1921, Large
Number of Tentative Reports Issued—Problem Approaches Final
Stage. Railway Age, January 6, 1923, p. 49-50.
Tentative Valuation of N. Y. N. H. & H. R. R. Completed. Railway
Review, December 9, 1922, p. 832-4.

RESERVES AND SINKING FUNDS
Wildman, John R. Consideration of the Sinking Fund Method as a Basis
for Amortizing Franchises. Haskins and Sells Bulletin, Decem
ber 15, 1922, p. 90-3.
Wildman, John R. Sinking Fund Method for Amortizing Franchises
Journal of Accountancy, January, 1923, p. 16-21.

RICE MILLS
Accounting
Tapp, T. J. Accounting for Rice Milling.
January, 1923, p. 26-31.

Journal

of

Accountancy,

SHOES
Cost Accounting

Russ, W. W. and F. L. Small. Scientific Allowance and Cost System for
Upper Leather Cutting in Shoe Factories. Boston, Shoe Trades Pub
lishing Company, 1922. 129p.

STATEMENTS
Judgment Guiding Financial Statements: cont.
Bulletin, December 15, 1922, p. 95-6.

Haskins and Sells

STOCK
No Par Value
Wildman, John R. Some Obstacles in the Path of Capital Stock with
out Par Value. New York, Haskins and Sells, 1922. 15p.

TAXATION, GREAT BRITAIN
Income and Excess Profits
Newman, E. W. Residence at Home and Abroad: Its Relationship to
British Income Tax. Accountant, December 16, 1922, p. 881-6.

TAXATION, UNITED STATES
Income and Excess Profits
Sears, John H. Minimizing Taxes; Part 1, Selection of Business
Methods, Places of Incorporation, Personal Domicile, Investments,
etc., Part 2, Synopsis of the Tax Systems of Each of the States of the
United States. Kansas City, Vernon Law Book Company, 1922.
706p.
Standard Statistics Company. Status of Bonds under the Federal Income
Tax and Coupon Directory. 1923 ed. New York, Standard Statistics
Company, 1923. 503p.
United States Mortgage and Trust Company. Federal Income Taxes for
1922; a Practical Digest of the Law, an Illustrated Analysis of the
Rulings Affecting 1922 Income and a Tax Guide for Investors, c1922.
96p.

VALUATION

Stuckey, R. R. Method of Ascertaining the Value of a Business: cont.
Public Accountant, October, 1922, p. 106-14.
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American Institute of Accountants
List of Officers, Members of Council and Committees—1922-23

OFFICERS
President .............. Edward E. Gore............. 111 W. Monroe St., Chicago, Ill.
Vice-President*
Norman McLaren .519 California St., San Francisco, Cal.
Treasurer ............ Arthur W. Teele......................... 120 Broadway, New York
Secretary .............. A. P. Richardson.................... 135 Cedar Street, New York
Members

of the

For Five Years:
Elmer L. Hatter............................ Maryland
J. Edward Masters................ Massachusetts
James S. Matteson....................... Minnesota
R. H. Montgomery..................... New York
Carl H. Nau............................
Ohio
John B. Niven............................ New Jersey
E. G. Shorrock...........................Washington

Council
For Three Years:

John F. Forbes.............................. California
J. Porter Joplin.................................. Illinois
Waldron H. Rand.................. Massachusetts
Frederick A. Ross........................ New York
Frederic A. Tilton........................... Michigan
C. R. Whitworth................................ Illinois
William Jeffers Wilson........... Pennsylvania

For Four Years:

For Two Years:

Albert T. Bacon................................. Illinois
F. H. Hurdman........................... New York
J. E. Hutchinson................................. Texas
Clifford E. Iszard............................ Delaware
Walter Mucklow................................. Florida
John R. Ruckstell.......................... California
W. R. Tolleth................................... Virginia

Ernest Crowther....................... Pennsylvania
Charles S. Ludlam........................ New York
Charles E. Mather.................... New Jersey
Overton S. Meldrum...................... Kentucky
George S. Olive.................................. Indiana
Adam A. Ross........................... Pennsylvania
C. E. Wermuth......................
Louisiana

For One Year:
P. L. Billings..........................................Iowa
L. G. Fisher............................Rhode Island
J. D. M. Crockett.......................... .Missouri
Page Lawrence............................... Colorado
W. Sanders Davies..................... New York
W. A. Smith................................ Tennessee
Edward L. Suffern....................New Jersey

Board of Examiners
For Three Years:
Harold B. Atkins......................... New York
William B. Campbell.................... New York
A. S. Fedde.................................. New York

For Two Years:
Elmer L. Hatter............
John B. Niven, chairman
Ernest Reckitt................

For One Year:

... Maryland
New Jersey
...... Illinois

John F. Forbes............................. California
Charles E. Mather.................... New Jersey
Waldron H. Rand............... Massachusetts

Auditors
R. J. Bennett

Pennsylvania

Executive Committee
The President, chairman............ Illinois
The Treasurer .................... New York
L. G. Fisher .................... Rhode Island
F. H. Hurdman ..................New York
C. E. Iszard ........................... Delaware
R. H. Montgomery ............ New York

Edward L. Suffern........... New Jersey

New York

R. T. Lingley

Committee on Professional
Ethics
Carl H. Nau, chairman
J. D. M. Crockett.......
John F. Forbes ...........
J. Porter Joplin .........
J. E. Masters ..............

................ Ohio
......... Missouri
....... California
............ Illinois
. Massachusetts

*John R. Loomis, New York, one of the two vice-presidents elected September 20, 1922, died December 7, 1922.
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DEPRECIATION, DEPLETION AND OBSOLESCENCE—WIRE AND WIBING—(Continued)

Nicholson, J. Lee and J. F. D. Rohbbach. Depreciation. (In their Cost accounting. 1919.
p. 148, 147).
5%
Electric wiring
Electric light and power wiring:
Departmental wiring net additions
6
Inside wiring
5
Based on (1) the cost of equipment
(2) the life of the equipment
(3) on a ten-hour day
Pender, Harold. Depreciation. (In his Handbook for electrical engineers. cl914. p. 340)
% dep.
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overhead
Chicago union traction co. Stone & Webster for Chicago union
traction co.
12 years.
J. I. Beggs.
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traction co.
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Philadelphia.CONTROLLER.
_____________
___________ Rates of depreciation. (In his Manual of accounting, reporting
and business procedure of the city and county of Philadelphia. 1917. p. 205, 210).
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4%
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review, Dec. 7, 1916, p. 1144-6. Kent, William. Bookkeeping and cost accounting for
, 1918. p. 90. Discussion. Journal of the American society of mechanical engineers.
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ELdoradO
“the master pencil”
SEND FOR
FREE SAMPLES
Write for full-length free samples of
DIXON’S ELDORADO and fulllength free samples of Dixon’s “BEST”
COLORED PENCILS. Both are
supreme in their field.

JOSEPH DIXON CRUCIBLE COMPANY
Pencil Dept. 117-J, Jersey City, N. J.

Canadian Distributors:
A. R. MacDougall & Co., Ltd., Toronto

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

XVI

DUTIES OF THE JUNIOR
ACCOUNTANT

INTRODUCTION TO
ACTUARIAL SCIENCE

BY W. B. REYNOLDS AND F. W. THORNTON

ByH. A. FINNEY

7 x 5 inches; 107 pages.
PUBLISHED UNDER THE ENDOWMENT FUND
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

Now obtainable in
FLEXIBLE BINDING

This work tells what is expected of
the beginner and of the more expe
rienced junior accountant. It is an
aid to learning what to do and how
to do it.
A fund of advice and suggestion is
afforded the reader on:

Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances cash
on hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign
currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and addi
tions thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
Care of papers.
Care of clients’ books and records.
Matter to be included in reports.
First published in book form in Feb
ruary, 1918, this book’s popularity
has been consistently maintained. It
is now in the fourth printing.

Published under the Endowment Fund of the
American Institute of Accountants

A WORK that every accountant and
student of accountancy should possess
and study.

BECAUSE of the desire of many ac
countants and students for informa
tion on this subject, Mr. Finney, edi
tor of the Student’s Department of
The Journal of Accountancy, has
written this book consisting, of 101
pages, 5x7 inches, printed in large
type and bound in cloth.
THE TEXT of “Introduction to
Actuarial Science” consists of articles
which appeared in The Journal
of Accountancy and solutions of all
problems in actuarial science con
tained in the examinations of the
American Institute of Accountants up
to and including May, 1920.

INTEREST, single investments, an
nuities, leasehold premiums, bonds
and depreciation are discussed in a
clear and concise manner.

THIS WORK should appeal not only
to the accountant but to many busi
ness men.
Price $1.50 delivered in the
United States of America

For the convenience of those who wish to carry
the volume about with them, a limited number has
been bound in flexible leather.

(In genuine leather ....
Price In Imitation leather ....
[In cloth board binding . . .

$1.60
1.25
.1.00

The American Institute of
Accountants
135 Cedar street

AMERICAN INSTITUTE OF
ACCOUNTANTS

135 Cedar Street

New York
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Classified Advertisements

Copy for classified advertising must be in band at the office of the Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates are $9 per inch or fraction for one insertion; $7 per inch or fraction each additional insertion

HELP WANTED

Tax Specialist-Accountant
Splendid opportunity in the New York Office of firm of
Certified Public Accountants, having well established
Federal Tax practice, for a man thoroughly conversant
with tax laws, able to prepare briefs, analyze compli
cated cases and appear before the Unit. Replies which
fail to state full particulars regarding applicant’s training
and experience, together with salary expectation, will not
be considered.
Apply in confidence to Opportunity.
Box 411, care of The Journal of Accountancy, Incor
porated.
C. P. A. of N. Y., N. J., or
Pa. Firm established eight
years. Diversified clientele. Present staff of eight. Lo
cation New York City.
Answer in own handwriting.
Box 408, care of The Journal of Accountancy, Incor
porated.

Partner Wanted

For established accounting
business in most progressive
city of Texas.
Prefer Chartered or Certified Public
Accountant, who is healthy, a “good mixer,” and willing
to travel occasionally. Unparalleled opportunity for an
energetic and thoroughly qualified man. Unquestionable
references given and demanded.
State age, martial
status, experience and references in first instance to
Box 407, care of The Journal of Accountancy, Incor
porated.

Partner Wanted

Accountant or Attorney
Well known and growing firm of New York C. P. A.’s
have a very desirable opening for an accountant or
attorney thoroughly experienced in Federal and State
Tax Matters. Replies will be treated in strict confidence.
Box 409, care of The Journal of Accountancy, Incor
porated.
One of the larger firms of New
York Public Accountants desires
the services of Seniors, Semi-Seniors and Junior
Accountants. Applications must state age, experience, and
whether available immediately.
Box 414, care of The
Journal of Accountancy, Incorporated.

Accountant

Progressive central states firm of
accountants seeks trained branch
office managers. Lucrative proposition to capable men.
Must be certified or Institute Member. Protestant faith
and backed by experience and a record of success.
Replies held in strict confidence. Box 418, care of The
Journal of Accountancy, Incorporated.

Help Wanted

SITUATIONS WANTED
29
years
old,
married, em
ployed for past 2½ years in Income Tax Bureau, and
at present engaged in that Bureau as instructor and
special lecturer on corporation income and excess profits
tax law and accounting, desires connection with large
bank; or with reputable accountants as Washington
representative; or with progressive manufacturing con
cern. Very best references. Box 413, care of The
Journal of Accountancy, Incorporated.

SITUATIONS WANTED

Position Wanted

Certified public accountant
and
industrial
engineer
seeks connection in executive capacity with manufac
turer, or as assistant to financier interested in various
manufacturing enterprises. Advertiser (age 38) has had
broad experience in both professional and executive
capacities with nationally known companies. Is familiar
with problems of industrial management, development of
production control and cost accounting methods, and
finance. Box 410, care of The Journal of Accountancy,
Incorporated.

Certified Public Accountant
Age 33, university graduate; experienced professionally,
editorially, and as professor of accounting. Available
for executive position involving one or more of above
activities. Minimum salary, $6,500. Box 412, care of
The Journal of Accountancy, Incorporated.

Young man, . age 28, de
sires position as account
ant with C. P. A. firm or progressive commercial or
industrial concern. For past two years with New York
C. P. A. as junior accountant; hold degree from a
university school of commerce.
Christian, American.
Salary moderate to. start. Box 416, care of The Journal
of Accountancy, Incorporated.

Situation Wanted

(38) Resident in Canada
desires position with firm of
Auditors or with Commercial concern—20 years experi
ence—manufacturing, cost, branch, grain, wholesale, Real
Estate, mortgage and general accounting and auditing—
works without supervision.
Apply, stating salary and
prospects. Box 419, care of The Journal of Accountancy,
Incorporated.

Canadian C, A.,

Accountant, Office Manager, Auditor
15 years’ experience, manufacturing, commercial, public
accounting, thorough in every detail, credits, collections,
State and Federal Taxes, preparation of financial state
ments, capable cost accountant, systematizer desires con
nection where initiative and executive ability is dominant
factor. Box 420, c/o The Journal of Accountancy, In
corporated.
MISCELLANEOUS

with good following.
Now prac
ticing under own name will pur
chase practice or enter partnership with good accountant,
preferably C. P. A. practicing in Philadelphia. Box 415,
care of The Journal of Accountancy, Incorporated.

Young Man

Income Tax Specialist

Los Angeles California Firm of
Certified Public Accountants
desire to act as California Correspondents of a well
known New York City firm of C. P. A.’s; references
exchanged. Box 406, care of The Journal of Account
ancy, Incorporated.
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Do You Want an Accountancy Training
That Eliminates “Unnecessary Work”?
(To the man who has no time to waste while studying account
ancy ; to the man who seeks an accountancy training with “un
necessary work” eliminated—this message is addressed.)
You can partly determine for yourself the value of Vannais
Training by reading the judgment of one of our graduates, who
gained his C. P. A. degree in the Pennsylvania examination, last
November:

“Vannais Training teaches, and even an experienced man can
feel that he is not doing unnecessary work. The answer
papers give evidence of having been gone over carefully,
which certainly increases a man’s respect for the training."
As soon as you enroll in Vannais Training, you are given a test
to decide your present ability. The result of this test determines
where your studies begin—and it enables us to train you along
the lines best adapted to your individual needs. Here is the first
instance-—right at the start—of how we eliminate “unneces
sary work”!

Further proof will be furnished you by Vannais-Trained gradu
ates, including C. P. A.’s, if you wish. The results they have
achieved will show you just how Vannais Training will not waste
your time—and these results will stand your investigation!
Much of that proof is contained in the story, “Applied Account
ancy.” But don’t sign the coupon below unless you are seeking
an accountancy training that doesn’t waste your time.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Connecticut
New York

Chicago

Minneapolis

San Francisco

THE VANNAIS ACCOUNTING INSTITUTE, Inc., 30 Asylum St., Hartford. Conn.

Send me, without obligation, your booklet “Applied Accountancy.”

VAnnais
NAME (print) .
Present Position

How Long Held

Is your aim the C. P. A. Degree?

ADDRESS....................................
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The American Institute of Accountants Foundation
announces publication of

AUDIT WORKING PAPERS
Their Preparation and Content
By J. Hugh Jackson
The following is a brief summary of the contents of the book:
Author’s Preface
Table of Contents
Introduction. By Carl H. Nau.
Chapter I
—The auditor’s records.
“
II —Indexing and filing the working papers.
“
III — The final statements and the working sheets.
IV — The construction, or property and plant schedules.
“
V —Current and investment security schedules.
“
VI —Inventories.
“
VII —Receivables and cash.
VIII—Scheduling deferred charges to operations.
IX —Capital stock and funded indebtedness.
X —Current liabilities’ schedules.
XI —The reserve schedules.
“
XII —Surplus and profit and loss.
“
XIII—Miscellaneous working schedules.
Bibliography —Part I —Topical references on auditing theory and procedure.
Part II —General reading course on accounting and business.
Part III—Special bibliography on no par value stock.
Index.
Appendix A —Model set of working papers of the North American Shipbuild
ing Company (consisting of approximately sixty single-page
working schedules and sixteen double-sheet schedules, and illus
trating the procedure of a balance sheet audit.)
Appendix B —Miscellaneous audit schedules and working sheets (consisting of
twenty-two exhibits and labor-saving devices which are valu
able with reference to an audit or investigation.)

AUDIT WORKING PAPERS is a practical work based largely upon continued access
to the files and workshop of one of the great accounting organizations of the country. The
book should be in the library of every accountant’s office and made available to every
member of his staff. It should be thoroughly studied by every student who has aspirations
to become an accountant.

The manuscript for the book has been prepared without cost to the American Institute
of Accountants Foundation, and the copyright will be donated to the Foundation. Whatever
profit is derived from its sale will accrue to the principal of the Foundation; however the
desire of the donors is that the book be made available to the greatest number of accountants
and students possible, and the price has been made correspondingly low. Cloth bound $5.00.
Flexible leather $7.50. Send your order to

American institute of Accountants Foundation
135 CEDAR STREET, NEW YORK
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For seventeen years
and more, Pace Institute
has taught in the spirit
of educational service.
To-day, as heretofore, this spirit controls its
work in the four Resident schools in New
York, Boston, Washington, and Newark,
and in the Extension division of teaching.
The development of Accountancy has brought new
problems—problems that the founders and teachers of
Pace Institute have labored unceasingly to solve. The
results are evidenced by improved methods of instruc
tion, new texts, and perfected procedures, but the teach
ing itself conforms to the original spirit of educational
service and to the pedagogic principles first adopted.
The Pace Courses are available to qualified men and women
everywhere—in Resident Day and Evening classes and by
Extension through the mails.

Pace & Pace
30 Church Street, New York City
715 G St., N. W.

Tremont Temple

24 William St.

Washington, D. C.

Boston, Mass.

Newark, N. J.

L MIDDLEDITCH CO . NEW YORK

